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COMPPROLLER GENERAL OF THE UNITED SPATES 
WA!3ilPlGTORI DC 20548 

B-164031(3) 

To the President of the Senate and the 
Speaker of the House of Representatives 

The vocational rehabllltatlon program administered by 
the Rehabilitation Services Administration, Department of 
Health, Education, and Welfare, is to prepare the handl- 
capped for employment. This report discusses problems with 
using rehabllltatlon program funds for constructing or 
establishing rehabllltatlon facllltles. It also describes 
what the Department and the Congress should do to strengthen 
the admlnlstratlon of construction and establishment funding 
by State rehabllltatlon agencies and local rehabllltatlon 
facilities. 

Our review was made because of (1) increasing congres- 
sional and public interest in the admlnlstratlon of State 
and Federal programs that provide rehabllltatlon program 
services to the handicapped and (2) sizable program funding 
for such services. 

We are sending copies of this report to the Director, 
Office of Management and Budget, and the Secretary of 
Healthp Education, and Welfare 

Comptroller General 
of the United States 



COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

A SINGLE FEDERAL AUTHORITY IS 
NEEDED FOR ESTABLISHING OR 
CONSTRUCTING REHABILITATION 
FACILITIES 

DIGEST ------ 

Federal funding to States for establishing 
or constructing rehabilitation facilities 
to prepare handicapped individuals for em- 
ployment is determined by separate Depart- 
ment of Health, Education, and Welfare (HEW) 
regulations and guide1 
bilitation Act of l-973 -3 

nes and by the[_lieha- 
Overlapping criteria 

have resulted in problems and inconsistencies 
with prolect funding. 

Although the Rehabilitation Services Admin- 
istration has issued policy interpretations 
for issues raised by State agencies, offi- 
cials are not always aware of all of them 
since they are not routinely distributed. 

The Rehabilitation Act provides for using 
the Hill-Burton formula for determining 
the Federal share under the construction 
authority--33 to 67 percent--and a stand- 
ard 80 percent for establishment pro]ects. 
GAO found that State agencies stretched or 

agnored quidelines to approve pro]ects for 
establishment funding, thus enabling them 
tbtain increased Federal tunding. 

State administration of pro]ects involving 
staffing under establishment funding would 
be strengthened by gradually reducing Fed- 
eral funding over the proJect's life. (The 
Federal share must remain at 80 percent 
under present Federal requirements.) This 
would accustom the facility to assuming 
more costs and total responsibility when 
Federal funding is no longer available. 

The 1973 act also restricts the total 
amount of Federal funding for constructing 
rehabilitation facilities--not over 10 per- 
cent of the States' annual allotment for 
vocational rehabilitation. This is intended 
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to llmlt rehabllltatlon funds for any 
actlvlty other than payments for services 
to handicapped lndlvlduals. However, be- 
cause the establishment funding has been 
extensively used in lieu of the construc- 
tion funding, the funding provlslon has 
not achieved its general purpose. 

STATES' ADMINISTRATION 
NEEDS IMPROVEMENT 

The State rehabllltatlon agencies revlewed 
had not developed effective admlnlstratlve 
procedures for controlling funds for estab- 
lishing or constructing rehabllltatlon fa- 
cllitles. For example, they had not: 

--Established adequate monltorlng procedures 
for prolect activities. (See p. 46.) 

--Always maintained adequate records of 
awards or expenditures. (See p. 48.) 

--Required facilltles to develop and main- 
tain adequate accounting systems and 
records on grant activltles. (See p. 48.) 

The lack of adequate fiscal controls by some 
State agencies has sometimes resulted in: 

--Expenditures for establishment and con- 
structlon actlvltles not being accurately 
reported to the Rehabllltatlon Services 
Admlnlstratlon. (See p. 42.) 

--Improper or questionable grant expendl- 
tures being made by rehabllltatlon 
facilities. (See p. 46.) 

Most of the State agencies reviewed often 
awarded grants as near to the end of a 
fiscal year as possible, in order to 
obligate funds that would not be used for 
other vocational rehabllltatlon purposes. 
In several Instances, State agencies had 
reported the obllgatlon of funds in one 
fiscal year even though the agencies did 
not approve the prolect proposals or award 
the prolect grants until the following 
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fiscal year. (See p. 51.) Also, several 
grants that were awarded near the end of a 
fiscal year experienced delays (from 1 to 
5 years) between the pro]ect's approval and 
its initiation. (See p. 53.) 

RECOMMENDATIONS 
TO THE CONGRESS 

The Congress should amend the 1973 act to 
create a single Federal authority for au- 
thorlzlng the States' use of basic program 
funds to 

--construct new buildings; 

--acquire, expand, remodel, alter, or 
renovate bulldings; 

--acquire equipment; and 

--pay for rehabilitation facility staff. 
(See p. 33.) 

The Congress should also maintain the pro- 
vision in the 1973 act that requires the 
Hill-Burton formula for determining the 
Federal share for construction activities 
(excluding staffing) in order to make the 
Federal share requirements consistent for 
construction under the Rehabilitation Act 
of 1973 and the Hill-Burton program. (See 
p. 33.) The term "Federal share" should 
be amended to make the Federal funding rate 
for staffing under title I consistent with 
staffing rates under title III of the 1973 
act. (See p. 33.) 

If the Congress decides to malntaln the 
separate funding authorities in the 1973 
act, GAO recommends that the act's present 
restriction for construction (limiting 
Federal funding to 10 percent of the 
State's annual Federal funding for the 
vocational rehabilitation program) be re- 
vised to limit activities under both the 
construction and establishment authorities 
to 10 percent of a State's annual allotment. 
(See p. 33.) 
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RECOMMENDATIONS TO THE 
SECRETARY OF HEW 

The Secretary of HEW should direct the 
Commlssloner of the Rehabilltatlon Services 
Administration to: 

--Review the expenditures for establishment 
and construction and make every reasonable 
effort to recover from State rehabilitation 
agencies Federal funding which did not 
clearly comply with Federal regulations 
and program requirements. (See p. 33.) 

--Establish a systematic process to assure 
that all Federal policy interpretations 
of Federal regulations or guidelines are 
forwarded to and maintained by each Reha- 
bllltatlon Services Administration regional 
office and State agency in a timely manner. 
(See p. 34.) 

--Require the Rehabilitation Services Admin- 
lstratlon regional staff to provide guld- 
ante and leadership to State rehabilitation 
agencies so that States implement adequate 
procedures and controls to admlnlster 
establishment and construction prolects. 
(See p. 55.) 

--Require the regional staff to perlodlcally 
monitor the adequacy of State agencies' 
procedures and practices, to assure the 
proper use and control of basic program 
funds for establishment and construction 
activities. (See p. 56.) 

Pending conslderatlon of GAO's recommendation 
to the Congress that a single authority be 
developed, the Commlssloner should revise 
the Federal regulations and program gulde- 
lines to 

--provide detailed lnstructlons to State 
vocational rehabllltatlon agencies to help 
them implement the changes in the construc- 
tlon and establishment authorities made 
by the 1973 act, as amended, and 
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--ldentlfy and clearly dlfferentrate between 
the types of actlvltles ellglble for fund- 
ing under each authority. (See p. 34,) 

NO FORMAL RESPONSE FROM HEW 

HEW did not respond in writing to GAO's 
request for comments on this report. HEW 
decided Instead to provide oral comments 
through Rehabilitation Services Admin- 
istratlon representatives. They generally 
agreed with GAO's recommendations to the 
Secretary of HEW, and the Rehabilitation 
Services Admlnlstratlon's planned or proposed 
actlons are responsive toward implementing 
them. (See pp. 36 and 56.) 

Two of the four State ageneles generally 
agreed with GAO’s recommendations 'to the 
Congress. One of the two States dtd not 
support using the Hill-Burton rate for 
determlnlng the Federal share under a single 
funding authority; rather, the Statte agency 
suggested that a uniform 80-percent Federal 
share should be used. 

The other two State agencies did noI: agree 
that the separate fundlng authoritlc's for 
establlshlng and constructing rehablllta- 
tron facllltles should be ellmlnated or 
that the funding for establishment e,hould 
be included under the present lo-percent 
restriction for construction. 

All four State agencies agreed that the 
Federal fundlng rate for staffing under 
title I and title III of the 1973 act 
should be consistent. 
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CHAPTER 1 

INTRODUCTION 

The vocational rehabllltatlon program, established by 
the Smith-Fess Act, June 2, 1920 (41 Stat. 735), is to 
prepare the handicapped for employment. The program was 
established as a Federal-State partnershlp; Federal funds 
finance part of the States' rehabllltatlon services. The 
Federal Government also provides leadership and resources, 
while the States administer the program, 

The rehabllltatlon program lnltlally provided training, 
counseling, and placement services for the physically handl- 
capped. However, subsequent laws broadened the program to 
include persons with mental dlsabllltles. Services have 
also been expanded to include a broad range of diagnostic 
evaluation and related activities, counseling, training and 
training supplies, medical consultation and treatment, 
physical restoratlon devices, occupational licenses, tools, 
equipment, and lob placement. 

State funding has also been broadened, so that grants 
are now available for (1) research and demonstration, 
(2) planning and conducting tralnlng and related activities 
to increase the number of tralned rehabilitation personnel, 
and (3) constructing or expanding rehabilitation facllltles. 

PROGRAM ADMINISTRATION 

The Rehabilitation Services Administration (RSA), 
Office of Human Development Services, Department of Health, 
Education, and Welfare (HEW), manages the program at the 
Federal level. Each fiscal year, States must submit a 
vocational rehabllltatlon services plan for approval by RSA. 
Each State 1s to designate an agency or to supervise the 
admlnlstratlon through local agencies or dlstrlct offices. 
Eighty-two agencies have been designated for admlnlsterlng 
the vocational rehabllrtatlon program In the 50 States, the 
District of Columbia, Puerto RICO, the Vlrgln Islands, Guam, 
and the Trust Territory of the Pacific Islands. In 28 States 
and territories, a single agency admlnlsters the vocational 
rehabllrtatlon programs for people with all types of dls- 
abilities, including the blind; while 27 States have separate 
agencies for the generally handicapped and also for the blind. 
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PROGRAM FUNDING 

Vocational rehabllltatlon actlvltles are provided under 
several different arrangements; most provide direct services 
to the handicapped. These actlvitles, which account for 
most of the expenditures, are generally referred to as the 
basic program. 

Under the basic program, Federal funds are apportioned 
among the States on the basis of population and per-capita 
income. Initially, Federal and State governments shared 
costs equally; however, the Federal Government now pays 
80 percent of the States' basic program costs for all ac- 
tlvaties except construction, for which it pays according 
to the Hill-Burton formula. 

From the beginning of the program in 1920 through 
fiscal year 1977, the Federal share of basic support costs 
has totaled about $6.6 billion; about 50 percent of this 
total was spent in the last 5 years. State and Federal 
costs for basic support services for fiscal years 1973-77 
are: 

Fiscal year State share Federal share Total cost 

(mllllons) 

1973 $157.3 $572.3 $729.6 
1974 173.8 635.8 809.6 
1975 195.7 673.1 868.8 
1976 197.7 699.8 897.5 
1977 222.9 732.7 955.6 

THE DEVELOPMENT OF 
REHABILITATION FACILITIES 

State rehabilitation agencies provide a substantial 
part of services through their own, other public, and private 
rehabllltatlon facilities (such as rehabllltatlon centers 
and workshops). Federal funding for the basic rehablllta- 
tlon program may be used for establishing or constructing 
public or nonprofit rehabllltatlon facllltles to provide 
rehabllltatlon services or employment to the handicapped; 
this is to encourage or give Impetus to developing new and 
needed facilities in a State, or to extend the scope or 
capacity of existing facilities. 
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The Rehabllltatlon Act of 1973 (29 U.S.C. 701), as 
amended, defines the following types of establishment and 
construction activities which may be funded by the basic 
program. Throughout this report, the terms "establishment" 
and "construction" refer to these types of actlvltles: 

--Establishment of a rehabllltatlon facility may in- 
clude (1) the acqulsitlonl expansion, remodeling, 
or alteration of existing buildings to adapt them 
to rehabllltatlon facility purposes or to increase 
their effectiveness for rehabilitation facility 
purposes, (2) the acquisition of equipment for such 
buildings, and (3) the staffing of a rehabilitation 
facility. 

--Construction of a rehabilitation facility may include 
(1) the construction of new buildings, the acqulsl- 
tlon of existing buildings, or the expansion, re- 
modeling, alteration, or renovation of existing 
buildings which are to be used for rehabllltatlon 
facility purposes and (2) the acquisition of initial 
equipment for such buildings. 

Under the construction authority, the Federal share of 
the cost of constructing a rehabilitation facility, lncludlng 
initial equipment, is governed by the Hill-Burton program. 
Specifically, the Federal share IS based on the Federal share 
percentage applicable to rehabilitation facilities built in 
the same locality within the State using Hill-Burton aid. 
The Hill-Burton program, authorized by the Public Health 
Service Act, as amended, provides grants, loans, and loan 
guarantees to construct or modernize facllltles which will 
provide space for the medical rehabilitation of handicapped 
individuals. The Federal share ranges from 33 to 67 percent. 

During fiscal years 1974 through 1977, 67 of the 82 re- 
habllltatlon agencies included expenditures for establishing 
or constructing rehabilitation facilities in their annual 
reports on the basic program submitted to RSA. The basic 
program funds spent by a State agency from 1974 to 1977 to 
establish or construct rehabilitation facilities ranged 
from $3,310 to $7.5 million in any one year. The following 
table shows the Federal and non-Federal rehabllltatlon pro- 
gram expenditures reported for establishment and construc- 
tion activities for fiscal years 1974-77: 



FlscaJ year 

Expenditures 
Establishment Construction 

authority authority Total 

(mllllons) 

1974 $ 55.7 $ a.3 $ 64.0 
1975 30.3 3.6 33.9 
1976 21.2 .a 22.0 
1977 31.8 1.4 33.2 

Total $139.0 $14.1 $153.1 

The four State agencies Included in our review--ln 
Alabama, Florlda, Kansas, and Michigan--accounted for 
$25.7 million of the $153.1 mllllon reported for establlsh- 
ment and construction for fiscal years 1974-77. Although 
Florida, Kansas, and Michigan had separate agencies for the 
blind, we did not review the admlnlstratlon of establishment 
and construction grants at these agencies. The following 
table shows the Federal and State funds spent for fiscal 
years 1974-77 by the four State agencies under the construc- 
tlon and establishment authorities: 

Alabama 
Florida 
Kansas 
Michigan 

Total 

SCOPE OF REVIEW 

We evaluated Federal and State admlnlstratlon of the 
establishment and, construction actlvltles that were funded 

Expenditures ----- 
Establishment Construction 

authority authority Total 

(mllllons) 

$ 3.7 $- 
7.4 1.1 
2.9 .9 
9.6 1 L 

$23.6 $2.1 

$ 3.7 
a.5 
3.8 
9.7 

$25.7 

under the basic rehabllltatlon program. We examined the 
(1) States' systems for planning rehabllltatlon faclllty lm- 
provement, (2) procedures for budgeting basic program funds 
for establishment or construction actlvltles, (3) proce- 
dures for controlling Federal and State expenditures, and 
(4) procedures for monltorlng the actlvltles of organlza- 
tlons which received Federal funds to establish or construct 
facllitles. 
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We revlewed Federal and State legislation concerning 
the vocational rehabilitation program, Federal regulations, 
and RSA policies and procedures for administering and 
operating the vocational rehabilitation program. We also 
analyzed selected rehabllltatlon facility establishment 
and construction activities in Alabama, Florida, Kansas, 
and Michigan. 

We reviewed establishment and construction activities 
at RSA headquarters In Washington, D.C.; HEW regional offices 
in Atlanta (region IV), Chicago (region V), and Kansas City 
(region VII); State rehabllltatlon agencies; and 42 public 
and nonprofit rehabllltatlon facllltles In the four selected 
States. We also discussed our work with HEW Internal %di%ors - 

In our review, our efforts were prlmarlly directed 
toward actlvltles for fiscal years 1974-77. During that 
period, 41 of the 42 facilities had received $14.7 million 
of the $25.7 mllllon in basic rehabllltatlon program funds 
awarded for establishment and construction activities. We 
also visited one prolect in Florida which was approved at a 
cost of $1.4 mllllon before fiscal year 1974 but which had 
not spent any funds as of that date. We visited 41 faclll- 
ties which had received establishment or construction funds-- 
11 in Alabama, 10 In Kansas, 11 of 46 In Florida, and 9 of 
68 in Michigan. 

Our primary goal was to achieve a representative sample 
of prolects for each State based on size, geographical loca- 
tion, and type of activity. For the facilities selected, we 
reviewed the prolect proposals, award documents, and budget 
information, and talked with vocational rehabllltatlon and 
facility personnel. 

We did our fleldwork between February and September 
1978. Our findings were discussed with State and Federal 
officials, and their comments were considered in preparing 
this report. 



CHAPTER 2 

THE OVERLAP IN REQUIREMENTS 

FOR ESTABLISHMENT AND CONSTRUCTION 

ACTIVITIES NEEDS TO BE ELIMINATED 

The leglslatlve authority for construction and estab- 
lishment actlvltles allows State rehabllltatlon agencies to 
approve many types of vocational rehabllltatlon faclllty 
prolects. RSA's regulations and guldellnes are general and 
contain overlapping crlterla for establishment and construc- 
tlon prolects. Many prolects with similar actlvltles, goals, 
and oblectlves may be funded under either authority. 

Although Federal guidelines highlight numerous restrlc- 
tlons for using the establishment authority, we found that 
the four State rehabllltatlon agencies revlewed stretched or 
ignored the guldellnes to approve prolects for establishment 
funding, thus enabling them to obtain Increased Federal 
funding. 

The four States have approved and funded, under the 
establishment authority, prolects for rehabllltatlon faclll- 
ties which, in many cases, did not meet the requirements 
and/or intent of Federal regulations and guldellnes for 
establishment activities. In those cases, the prolect 
proposals could have been approved under the construction 
authority. In this regard, we believe that the types of 
activity, scope of work, or total expenditures for estab- 
lishment prolects were comparable in many respects to con- 
struction prolects. 

We also believe that the four States' admlnlstratlon of 
prolects that provide funds for paying salarles of staff 
operating rehabllltatlon facllltles would be strengthened by 
gradually reducing Federal funding over the pro]ect's life 
to accustom the facility to assuming total responslblllty 
for the prolect when Federal fundlng is no longer available. 

FEDERAL LEGISLATION DOES NOT 
ADEQUATELY DISTINGUISH BETWEEN 
ESTABLISHMENT AND CONSTRUCTION 

Before the Vocational Rehabllltatlon Amendments of 1968, 
State rehabllltatlon agencies were authorized to use basic 
rehabilltatlon funds for the establishment, but not con- 
struction (as now defined) of a rehabllltatlon facility. 
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The establishment authority allowed State rehabllltatlon 
agencies to use funds to expand, alter, or remodel exlstlng 
bulldlngs; purchase lnltlal equipment; and pay for lnltlal 
staffing for up to 1 year. 

The 1968 amendments expanded the State agencies' flexi- 
blllty to use basic program funds by addlng an authority 
to construct rehabllltatlon facllltles. The new authority 
provided fundlng for the construction of buildings, the 
acqulsltlon of exlstlng bulldlngs, the purchase of lnltlal 
equipment for the newly constructed or acquired buildings, 
and the cost of lnltlal staffing for up to 4 years and 
3 months. The period for lnltlal staffing under the estab- 
lishment authority was also Increased from 1 year to 4 years 
and 3 months by the 1968 amendments. 

The amendments also required that an applicant's match- 
ing share under the new construction authority be the same 
as the matching rates for the Hill-Burton hospital construc- 
tion program. The following table shows the percentage of 
construction cost to be paid from Federal and non-Federal 
sources under the Hill-Burton formula for the four States 
reviewed. 

State 
Federal 

share 

Non- 
Federal 

share 

Alabama 60% 40% 
Florlda 50 50 
Kansas 40 60 
Michigan 50 50 

The Federal share for establishment remalned the same 
as for expenditures under the basic rehabllltatlon program, 
which was Increased by the amendments to 80 percent. 

The Rehabllltatlon Act of 1973 revised the establlsh- 
ment authority to include the acqulsltlon of exlstlng 
buildings and revised the construction authority to Include 
remodeling, expanding, altering, and renovating an exlstlng 
bulldlng and to exclude the cost of lnltlal staffing under 
the basic program. However, the establishment authority 
continued lnltlal staffing as an ellglble actlvlty. 

The following table highlights the mayor activities 
for establishment and construction as defined by the 1973 
act. (See p. 3 for actual definitions.) 
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Provided for under Provided for under 
construction establishment 

authority authority 

Existing bullding. 
Acquisition Yes Yes 
Alteration Yes Yes 
Expansion Yes Yes 
Renovation/remodeling Yes Yes 

New building: 
Construction Yes No 

Equipment: 
Acquisition Yes Yes 

Staffing No Yes 

Also, the 1973 act restricts the use of basic program 
funds for construction to not more than 10 percent of a 
State's allotment for a given fiscal year. The restrlctlon 
was speclfled in the leglslatlon because the primary purpose 
for basic program funds 1s to help pay for services to the 
handicapped. No ceiling has been set on the amount of basic 
program funds that can be used for establishment actlvltles. 

The Rehabllltatlon, Comprehensive Services, and Develop- 
mental Dlsabllltles Amendments of 1978 (Public Law 95-602; 
Nov. 6, 1978) revised the establishment authority to include 
additional equipment and staffing as the Commlssloner of RSA 
considers appropriate in lieu of restrlctlng the funding 
for only lnltlal equipment and staffing for rehabllltatlon 
facilities. 

FEDERAL GUIDELINES DO NOT 
PROVIDE ADEQUATE CRITERIA 
FOR USING ESTABLISHMENT AND 
CONSTRUCTION AUTHORITIES 

Although RSA has isshed separate Federal regulations and 
program guldellnes for establishment and construction, the 
guldellnes have not been revised since the 1973 act and the 
criteria for determlnlng prolect ellglblllty under the two 
authorltles 1s general and, In many Instances, overlapping. 

Federal guldellnes have not been 
revised since the 1973 act 

RSA amended Its Federal regulations on October 17, 1969, 
to recognize the changes brought about by the 1968 amendments. 
To implement the 1968 amendments, RSA issued new, separate 
guldellnes for construction on October 26, 1970, and revised 
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program guldellnes for establishment on February 11, 1971. 
According to RSA offlclals, the apparent need for the sepa- 
rate guldellnes and Federal requirements in the regulations 
stemmed from the different Federal matching criteria mandated 
by the legaslatron. 

RSA issued interim Federal regulations on January 3, 
1974, and final regulations on December 5, 1974, covering 
rehabllltatlon programs and activities, lncludlng establlsh- 
lng and constructing facilities authorized by the 1973 act. 
In publishing the final regulations, RSA stated in the Fed- 
eral Register that guidelines would be issued later to pro- 
vide the additional information and technical assistance 
necessary for assuring full lmplementatlon of rehabllltatlon 
programs (including establishment and construction activi- 
ties), in conformity with the 1973 act and the regulations. 
However, as of June 1979, RSA had not issued new guidelines 
for establishment and construction activities, nor had the 
guidelines issued in February 1971 and October 1970 been 
revised or updated. 

RSA has, from time to time, issued policy interpreta- 
tions relating to specific Issues on establishment and 
construction raised by the State agencies or the regional 
offices. In replying to a question raised by a State 
agency, an RSA regional director stated in a September 1, 
1977, letter that, when Federal regulations in response to 
the 1973 act and the exlstlng program guidelines disagreed, 
the Federal regulations superseded the guidelines. RSA 
headquarters officials stated that the policy interpreta- 
tlons are sent to each regional office. During visits to 
the three regional offices, we found that the regional staff 
did not maintain current files on the policy interpretations 
received for establishment and construction. Also, officials 
of the State rehabilitation agencies reviewed said that they 
were not always aware of all RSA policy interpretations. 

Differences between establishment 
and construction requirements 
are not clear 

The two authorities allow State rehabllitatlon agencies 
to approve many types of establishment or construction 
prolects. The possible combinations of facility lmprove- 
ments included in a proposal are innumerable and involve a 
wide variety of circumstances. RSA regulations and guide- 
lines are general and contain overlapplng criteria to deter- 
mine ellglblllty for fundlnq construction and establishment 
facility prolects. 
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Under the Federal cLlterla, many prolects with similar 
actlvltles, goals, and ob]ectlves may be funded under either 
authority. For example, the Federal regulations provide that 
funds may be used under the construction authority for the 
construction of new buildings: the acquisitionr expansion, 
remodeling, or alteration of existing buildings; and the 
purchase of initial equipment. According to RSA guidelines, 
construction differs from establishment in that the construc- 
tion authority provides for new construction, whereas the 
establishment authority does not. The establishment authority 
is restricted to the expansion, remodeling, or alteration 
of exastlng buildings. Thus, the expansion, remodeling, or 
alteration of existing buildings may be done under either 
authority. However, the guidelines state that the expansion 
of an exlstlng building should be approved under the con- 
struction authority when the expansion is extensive enough 
to be tantamount to new construction. The establishment 
authority also permits the acquisition of an existing bulld- 
ing if the total cost does not exceed $200,000; the construc- 
tion authority permits a higher acquisition price. 

To assist State agencies with determlnlng the correct 
funding authority, the guidelines provide the following 
requirements for determining a pro]ect's ellglblllty for 
establishment funding: 

--An existing building has been completed in all 
respects. 

--The method of Joining the expanded portion to the 
existing building raises no question that a separate 
structure 1s involved. 

--The total size of the expanded building, determined 
in square footage of usable space, does not exceed 
twice the size of the original building. 

If the proposed prolect does not meet all of the above 
requirements, it is not eligible for Federal funding under 
the establishment authority. Prolects not meeting the above 
criteria for funding under the establishment authority may 
be approved under the construction authority if the con- 
struction criteria are met. The guidelines also provide that 
the State agency should evaluate establishment proposals in 
light of the above requirements and other suggested criteria, 
Including: 
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--The existing bulldlng is not less than 1 year old at 
the time the expansion, remodeling, or alteration 
begins. 

--The estimated total cost of the expansion (from all 
sources) does not exceed the value of the existing 
bulldlng. 

We developed the following two examples to show the 
types of situations which may occur under the two sets of 
Federal guldellnes, assuming that all other criteria are 
met. 

Square footage-- A rehabllltatlon facility which has an 
exlstlng structure with 20,000 square feet of usable 
space may add a new wing with 19,000 square feet under 
the establishment authority (the 20-percent non-Federal 
share), while a facility which has an existing structure 
of 8,000 square feet which desires to expand its facll- 
lty by 8,500 square feet would be required to use the 
construction authority with a non-Federal share from 
33 to 67 percent, depending on the Hill-Burton rate for 
the particular area. 

Cost--A facilltyts proposal to purchase an existing 
building for $195,000 may be approved under the estab- 
lishment authority (the 20-percent non-Federal share), 
while a facility which desired to build a comparable 
building for $195,000 would be required to use the con- 
struction authority with a higher non-Federal share, 
based on the Hill-Burton rate for the particular area. 

The four State agencies reviewed have made liberal 
lnterpretatlons of the above requirements for the estab- 
lishment authority. The agencies reported expenditures of 
$25.7 million under the establishment and constructloh 
authorities for fiscal years 1974-77. The agencies used 
about $12.1 million of the $25.7 mllllon for expansion, re- 
modeling, aquisltlon, and construction, and they approved 
only $2.1 million under the construction authority--as 
opposed to almost $10 million under the establishment 
authority. We belleve that the type of activity, scope of 
work, or total expenditures for pro]ects financed under the 
establishment authority are comparable in many respects to 
prolects funded under the construction authority. 
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The following table shows the Federal funds reported as 
expenditures under the establishment authority for the four 
States revlewed during fiscal years 1974-77 and the Federal 
funds which would have been required If the pro)ects had 
been approved under the construction authority: 

State: 
Alabama 
Florida 
Kansas 
Michigan 

Total 
Federal 
share 

Add: Non-Federal 
share 

Total 

Federal 
funds 

reported 
under 

establishment 
authority 

$2,625,600 $1,969,200 ($ 656,400) 
1,547,544 967,215 ( 580,329) 

505,125 252,562 ( 252,563) 
3,300,141 2,062,588 (1,237,553) 

7,978,410 

1,994,602 

$9,973,012 

Federal 
funds 

required 
if approved 

under 
construction 

authority Difference 

5,251,565 (2,726,845) 

4,721,447 2,726,845 

$9,973,012 $ 0 

In many instances, the States' use of the establishment 
authority in lieu of the construction authority resulted in 
the approval of prolects undkr the establishment authority 
which we believe did not meet one or more of the above re- 
qulrements or the Intent of the Federal regulations or RSA 
guldellnes for funding establishment actlvltles. In all of 
these cases, the prolect proposals could have been approved 
by the State rehabllltatlon agency under the construction 
authority. s 

CONSTRUCTION METHODS USED DO NOT APPEAR 
APPROPRIATE FOR ELIGIBILITY OF PROJECTS 
UNDER THE ESTABLISHMENT AUTHORITY 

RSA guldellnes provide that the expansion of an exlst- 
lng bulldlng must meet the following requirements under the 
establishment authority: 
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1. The method of lolnlng the expanded portion to the 
existing building should not raise a question as to 
whether a separate structure 1s being constructed. 

2. The total size of the expanded building, determlned 
in square footage of usable space, should not exceed 
twice the size of the orlglnal exlstlng building. 

The guidelines state that: 

"The method of lolnlng the expanded portion to 
the exlstlng bulldlng should be such that the 
expanded portlon and the previously existing 
building together constitute one building. This 
principle would exclude the Joining of the addl- 
tlon to the exlstlng building merely by covered 
walks or cat-walks which serve as corridors OK 
by breezeways." 

It appears that the construction methods used for two 
pro]ects In Alabama and Michigan resulted in the construction 
of separate structures. We also believe that other aspects 
of the prolects, including the total square footage involved 
in the Alabama prolect and ownership of the existing building 
for the Michigan prolect, indicate that the prolects were 
not eligible for fundlng under the establishment authority. 

Alabama 

In fiscal year 1977 the Alabama rehabllltatlon agency 
approved a prolect for expanding a facility's existing 
building to include a warehouse and retall store at a cost 
of $416,250. Under the fundlng arrangement developed by the 
State rehabllltatlon agency, the agency provided $281,000 
in basic program funds and the facility provided $135,250 
to expand the existing building. 

The expansion added over 29,000 square feet to the 
exlstlng building, which previously had 23,300 square feet. 
While a State rehabllltatlon offlclal acknowledged that this 
expansion more than doubled the faclllty's usable square 
footage, he said that the expansion Involved two separate 
pro]ects. He told us that the establishment award involved 
only one of these prolects (the construction of the retail 
store) and that the facility financed the construction of 
the warehouse. Therefore, he concluded that the State 
agency had not violated the Federal regulations. 
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However, our dlscusslons with faclllty officials and 
our review of pro]ect records raised considerable doubt 
about the propriety of this award under the establishment 
authority. The facility director told us in June 1978 that 
it was his understanding that the warehouse and retail store 
were one establishment prolect, and the funds provided by 
the facility were for the entire pro-ject and not solely for 
warehouse construction. As such, the faclllty awarded a 
single construction contract which did not separate the costs 
of the retail store and warehouse. Finally, in transmitting 
the prolect proposal to the RSA regional office for review, 
prolect records show that the State agency included the total 
cost of construction for the warehouse and the retall store 
as a single prolect financed under the establishment authority 
with State and Federal rehabllltatlon funds. 

We also believe that the method of Joining the warehouse 
and retail store to the existing building raises a question 
as to whether a separate building was constructed. For this 
prolect, the warehouse and retail store were Joined to the 
existing building by a corridor which runs between a portion 
of the expanded and exlstlng structure. This corridor was 
an outside sidewalk before the expanded area was constructed. 
To Join the two structures, one wall of the expanded struc- 
ture was placed near the outer edge of this sidewalk, and a 
roof was extended over this area. The addition and the 
existing structure do not share a common wall. 

When we questroned the State rehabllltatlon official 
concerning this point, he told us that the State agency 
was not aware that the structures were Joined in this 
manner and that the architectural drawings which the State 
agency approved did not show that the structures were to 
be Joined in this manner. The facility director stated 
that three sets of archrtectural drawings were prepared 
for this prolect, and he was not certain which set the 
State aqency approved. 

Michiaan 

In fiscal year 1974, the Michigan rehabilitation agency 
approved a $200,000 prolect under the establishment authority 
to expand by 10,000 square feet an exlstlnq building having 
about 15,600 square feet. The Michigan agency approved an 
addItiona $156,000 In fiscal year 1975 to complete the 
expansion pro-ject. We believe that the way the expansion 
was attached to the existing building suggests that the 
addition should more properly have been approved under the 
construction authority. 
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The organlzatlon's new space was connected to a local 
lntermedlate school dlstrlct's learning center by a single 
hallway which partly extended the width of each building. 
During our visit to the facility, we found that the two 
buildings had separate heating systems and the recipient 
of the expansion grant no longer occupied space in the 
original building. 

RSA guidelines state that the space used in the original 
building should continue to be used for rehabilltatlon after 
the existing building is expanded. The guidelines state 
that this principle generally precludes abandoning of the 
space in the original bullding because the addition 1s to 
expand usable space, not substitute for existing space. 

According to a rehabllltatlon agency official, the 
organization which received the establishment grant rented 
space in the existing building before the grant award. The 
official stated that, although the grant recipient did not 
(and still does not) own the original building, the award 
could be considered an establishment activity because the 
orlglnal building was used by its owner for "quasi" reha- 
bllltatlon purposes for handicapped children (a handicapped 
population not generally considered a target group for voca- 
tional rehabllltatlon services), and the expansion did not 
double the size of the original bulldang. 

We believe that an award of establishment funds to one 
party to expand a building that was owned by a second party 
does not comply with RSA guidelines--that basic program 
funds under the establishment authority should be used to 
expand, and not replace, a grant recipient's existing space. 

ESTABLISHMENT FUNDS WERE 
USED FOR A NEW BUILDING 

Although Federal regulations permit the acquisition of 
an existing building under the establishment authority if 
the building costs no more than $200,000, the guidelines 
state that Federal financial partlclpatlon 1s not available 
under the establishment authority to construct a new bulld- 
lng to be used as a rehabilitation facility. The establlsh- 
ment authority provides only for the expansion, remodeling, 
or alteration of an existing building. The Michigan and 
Florida rehabllltatlon agencies approved two prolects at a 
total cost of $345,000 which we believe did not meet the 
above ellglblllty requirements for establishment funding. 
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Michigan 

During fiscal year 1974 the Michigan rehabllltatlon 
agency approved a $200,000 prolect for the acqulsltlon of a 
building with about 13,000 square feet of floor space. In 
the lnltlal planning of the bulldlng, the facility decided 
that the cost of construction would require a total budget 
of $255,000. A prellmlnary budget proposal was developed, 
assuming the facility would pay $5,000 and the remainder 
would be financed by county ($125,000) and Federal funds, 
using the Hill-Burton matching rate of 50-percent Federal 
fundlng ($125,000). 

However, In a March 19, 1974, meeting of the facility's 
board of directors to discuss the building proposal, one 
board member indicated that there would not be a problem 
with constructing a bulldlng to meet the faclllty's specl- 
flcatlons but that there would be a problem with getting 
the money. A faclllty staff member stated that the State 
rehabllltatlon agency had made a verbal commitment to supply 
the funds to purchase a bulldlng costing up to $200,000 at 
an 80/20 matching rate. The minutes of the meeting state 
that the board concluded that a block-type bulldlng with a 
steel frame would be most suitable and that the proposal 
would be developed on that basis. After this dlscusslon, 
the minutes state: 

"We will not be able to build the building 
ourselves and still obtain the 80 percent 
fundlng from Vocational Rehabllltatlon. This 
is only acqulsltlon money. The net effect of 
this 1s that someone else ~111 need to build 
the bulldlng with a firm commitment from us 
that we will buy the bulldlnq when It 1s ready. 
In order to do this, of course, lt will be 
necessary for us to obtain the same type of 
commitment from Vocational Rehabllltatlon 
that they will partlclpate In the funding." 

The dlscusslon about the new bulldlng ended with the decision 
by the board to authorize the purchase of a bulldlng at a 
cost of up to $200,000 with a wrltten commitment from the 
State rehabllltatlon agency that the agency would partrclpate 
at the 80-percent funding level. 

The rehabllltatlon faclllty submltted a proposal to 
purchase a new bulldlng at a total cost of $200,000 to the 
State rehabllltatlon agency on April 30, 1974. The State 
agency approved the proposal. On May 7, 1975, the facility 
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submitted a flnal expenditure report to the State agency 
showing that it had acquired a new cement block building for 
$200,000. The expenditure report detalled 35 payments to 
5 construction, englneerlng, heatlng, electric, and secur- 
ity firms, accounting for the expenditure of $200,000 from 
October 22, 1973, to May 7, 1975. In essence, it appears 
that the bulldlng which was "acquired" by the faclllty was 
constructed during this time period. Further, the State 
rehabllltatlon offlclal responsible for admlnlsterlng this 
prolect stated that the actual value of the faclllty's new 
building was in excess of $200,000 and that the faclllty had 
circumvented the $200,000 acqulsrtlon llmlt under the estab- 
lishment authority. 

Florida 

A rehabllitatlon faclllty in Florlda was required to 
vacate the property on which It operated a plant nursery 
program. The Florida rehabllltatlon agency approved a 
$145,000 establishment prolect in 1976 to provide new and 
expanded facllltles and equipment to continue the plant 
nursery program at a different location. The approved pro]- 
ect budget classlfled the following prolect actrvltles as 
equlpment-- a laboratory, a storage and supply shed, a green- 
house, a classroom and offlce bulldlng, and drainage, paving, 
and fencing for 5 acres. 

Florlda rehabllltatlon agency offlclals stated that 
they approved the progect after dlscusslon with regional RSA 
personnel and with the understandlng that the laboratory/ 
storage shed, classroom/office, and greenhouse buildings 
would meet the RSA criteria for shelters (which allows the 
classlflcatlon of a separate structure as equipment). The 
guldellnes state that: 

"TO be consldered equipment, rather than a 
bullding, such a shelter must be of the type 
which a tenant would ordlnarlly provide under 
a short-term lease, rather than a landlord. 
It must be portable and capable of being 
moved along public roads by truck." 

When we visited the facility In March 1978, the progect 
had not been implemented and the facility was preparing to 
award a general constructron contract for a freestandlng 
bulldlng designed to house the laboratory/storage shed and 
classroom/office space included in the approved proposal. 
The faclllty excluded other approved prolect items from bid 
speclflcatlons due to excessive costs. 
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During our vlsltp a dlstrlct rehabllltatlon official 
stated that he thought the facility was implementing the 
prolect as approved; however, the dlstrlct official con- 
tacted the Florada rehabllltatlon State office and received 
instructions to advise the facility to delay the contract 
award pending further dlrectlon. In an April 5, 1978, 
letter to RSA, the dlrector of the Florida rehabllltatlon 
agency requested an advisory opinion on whether this prolect 
proposal met the requirements of the establrshment grant 
regulations. 

After a review of facility drawings and speciflcatlons 
on the plant nursery prolect, Florida rehabllltatlon offl- 
clals determined that the facility had planned to build a 
freestanding building (including a poured foundation, con- 
crete walls, and partitions). In an April 18, 1978, letter 
to the facility's executive vice president, a Florlda reha- 
bilitation offlclal stated that, based on the prellmlnary 
opinion of an RSA regional official, the facility's plans 
did not meet the definition of equipment and would be 
properly classlfled as new construction. 

The RSA regional director advised the State rehablll- 
tatlon agency in an April 28, 1978, letter that the prolect 
actlvlty as proposed would constitute freestanding construc- 
tlon, with all the characteristics of a permanent structure. 
The RSA reglonal dlrector suggested that the applicant con- 
sider returning to the orlginal proposal, as approved, or to 
develop a new application for funding under the construction 
authority. 

On May 10, 1978, the rehabllltatlon agency requested an 
RSA advisory opinion on plans and specifications for an alter- 
native structure proposed by the grantee for funding under 
the establishment grant authority. The alternate proposal 
included a structure slmllar in size to the new building 
planned for the April 1978 contract award but different in 
construction, and a greenhouse which was to be erected as 
approved in the orlglnal prolect proposal. Before the RSA 
oplnlon was received, the State agency allowed the grantee 
to proceed with the greenhouse, fencing, paving, and road- 
work, and to implement the balance of the prolect under the 
establishment autho?lty to acquire existing bulldlnqs. The 
acquisition, as proposed by the faclllty and accepted by the 
rehabllltatlon agency, included the purchase of a modular 
building to be transported to a facility site and assembled 
to form a 40- by GO-foot bullding set on concrete pillars. 
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In a June 7, 1978, letter to the Florida rehablllta- 
tlon dlrector, the RSA reglonal director stated that 

"It 1s our oplnlon that the planned faclllty 
best meets the deflnltlon of 'construction' 
under our present guldellne material. 

"The modular structure 1s assembled upon a 
poured foundation which will require the 
hook-up of utllltles. Side panels, roof, 
and partltlons then must be added on-site. 
The bulldlng's basic function will be to 
provide space for classrooms, office, and 
work areas." 

The State agency subsequently decided to implement the 
prolect under the concept of the acqulsltlon of an existing 
bulldlng rathe* than as equipment as lnltlally approved, and 
the agency requested that the grantee submit a proposal for 
It to proceed under the establishment authority. The facil- 
ity submltted a proposal to acquire the building on June 19, 
1978, which was approved by the State agency on July 6, 1978. 
For the reason discussed in the RSA regional director's 
June 7, 1978, letter, we belleve that the approval of the 
prolect as an acqulsltlon of an exlstlng building still did 
not bring the prolect into compliance with exlstlng criteria 
for establishment grants. 

ESTABLISHMENT FUNDS WERE USED 
TO COMPLETE A BUILDING 

RSA guldellnes state that Federal flnanclal partlclpa- 
tlon 1s not avallable under the establishment authority to 
assist in the completion of a bulldlng under construction to 
be used as a rehabllltatlon faclllty: 

"This would preclude, for example, partlclpatlon 
in the cost of partltlonlng, plumbing, electric 
wiring or palntlng In a structure which has been 
completed only as to outslde walls and roof. It 
would also preclude partlclpatlon in the cost of 
alterations, remodeling or expansion of a new 
bulldlng being erected as a rehabllltatlon facll- 
ity under other auspices, but not yet completed." 

We found that the Alabama and Michigan rehabllltatlon 
agencies, contrary to RSA guldellnes, approved pro]ects 
under the establishment authority for $151,730 for com- 
pleting two new bulldlngs. 
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Alabama 

A rehabllltatlon faclllty admlnlstrator In Alabama 
told us that he orlglnally requested financial assistance 
from the State rehabllltatlon agency to construct a new 
building, but agency offlclals told him that neither e&ab- 
lishment nor construction funds were avallable for new 
construction. According to the admlnlstrator, State reha- 
bllltatlon offlclals said that lf the faclllty would con- 
struct a basic bullding (i.e., exterior walls) the State 
agency would provide the funds to complete the bulldlng. 

In a letter to the State rehabllltatlon agency in July 
1975, the admlnlstrator stated: 

'I* * * Because of the lack of funds at the time 
of initial construction we were unable to Include 
many things necessary for the favorable operation 
of this program. With the favorable encourage- 
ment from Vocational Rehabllltatlon we set out to 
build our new bulldlng with the antlclpatlon of a 
work shop improvement grant to furnish many of 
the things that we could not afford in the lnl- 
tial construction. 

"The bulldlng 1s a wide open area with the 
exceptlon of an area across the front that we 
would like to partltlon off for classrooms and 
offices. The area has no partltlon walls, 
flnlshed floor, electrical work, lighting, 
heating, or cooling. This will need to be 
done before any use can be made of the front 
portion of the building that was reserved for 
offices and classrooms. 

"We used only a temporary heating system in 
the lnltlal construction because of our plans 
to use central heating and air condltlonlng 
throughout the building. Also no provlslons 
were made for a flnlshed celling and we want 
to add a drop celling to help with insulation. 
We also would like to add a fire sprinkler 
system throughout the bulldlng." 

The faclllty had used about $133,000 of its own funds 
to construct the basic building, which was completed in 
January 1976. The bulldlng contalned about 15,500 square 
feet of floor space. The admlnlstrator stated that State 
agency offlclals vlslted the faclllty after the construction 
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was flnlshed and that the faclllty was notified In March or 
April 1976 that the State agency would fund the faclllty's 
prolect. The State rehabilitation agency approved a $51,730 
establishment prolect for renovation actlvltles, which in- 
cluded purchasing and installing: (1) a central heating and 
air conditioning system, (2) a drop ceiling, and (3) a fire 
alarm and sprinkler system. 

In this instance, the total of local funds used by the 
facility to construct the original building and the State 
matching share used for the establishment pro]ect to com- 
plete the building exceeded the amount of non-Federal funds 
which would be required under the construction authority to 
construct the building. Nevertheless, we belleve%a$ the 
prolect as approved and funded under the establlshm&t 
authority did not comply with Federal requirements, which 
prohibit the use of Federal funds to assist in the comple- 
tion of a bullding for use as a rehabllltatlon facility. 

The facility administrator told us In July 1978 that 
the new building was nothing more than a shell and that the 
establishment grant allowed the facility to carry out its 
rehabllltatlon program to its maximum potential. In com- 
menting on our draft report in a May 29, 1979, letter, the 
director of the Alabama rehabllltatlon agency advised us 
that he believes the prolect complied with the Federal re- 
qulrements; the building was completed and used as a reha- 
bllltatlon facility and was complete with respect to plumbing 
and electrical accessories. The State rehabllitatlon agency 
director's statement does not agree with the facility admln- 
lstrator's July 1975 letter to the State rehabilitation 
agency, quoted above, which describes the unfinished bulld- 
ing. Also, we obtained additional information during our 
fieldwork which supports the views provided to us by the 
facility administrator. For example, the chairman of the 
facility's board of directors stated in a July 22, 1975, 
letter to the State agency that the facility was requesting 
the prolect funding "to do a number of things to make it 
[the building] something besides Just a shell." 

Michigan 

The Michigan rehabilitation agency approved a $100,000 
progect under the establishment authority for a facility In 
fiscal year 1974 to acquire a 7,500-square-foot building for 
use as a sheltered workshop. The facility director stated 
that the facility had originally planned to construct a new 
building; however, a slmllar building that was partially 
constructed and in a suitable location had become avallable-- 
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the owner had to sell it because of flnanclal problems. 
According to the director, the facility purchased the 
building for $70,000 and spent an additional $30,000 to 
install wiring, sprinklers, firewalls, and partitions. 

The faclllty director submitted a pro]ect expenditure 
report to the State rehabllltation agency on September 30, 
1974, showing that the facility had made two payments for 
the purchase of the building on July 11 and August 16, 1974, 
for a total of $70,000. 
dated December 31, 

Another prolect expenditure report 
1974, showed that the facility had spent 

$3,915 on remodeling the newly acquired building, and a 
flnal prolect expenditure report dated June 30, 1975, showed 
overall expenses of $100,000 which closed out the grant. 
Following discussions durang September and October 1975 
between the facility director, a local law firm, and the 
State rehabilitation agency concerning the propriety of 
using grant funds to complete the bulldlng, the facility 
director submitted a revised pro]ect expenditure report on 
October 15, 1975, which reported that the building had been 
purchased on October 1 for $100,000. In a letter dated 
October 13, 1975, the law firm explained to a State reha- 
bllltation agency official that the facility's records would 
show that the property was purchased for $70,000 and then 
transferred to a third party who accomplished the remodeling 
for $30,000, which was later reimbursed by the facility. 

A Michigan rehabllitatlon official stated that the 
acqulsltlon grant was really for acquisition and renovation, 
and that the renovation was completed by the private owner 
as a condltlon of the sale. We believe that this type of 
activity under the establishment authority does not satisfy 
the RSA requirements that there must be an existing building 
which has been completed in all respects in order to use 
basic program funds under the establishment authority. 

ESTABLISHMENT FUNDS WERE USED 
FOR CONSECUTIVE EXPANSIONS 
AT THE SAME FACILITY 

RSA guidelines state that, when considering the cumula- 
tive effect of successive prolects to expand an exlstlng 
building with vocational rehabilitation funds, the time at 
which each expansion takes place becomes a significant factor. 
The guidelines state that a second expansion of the same 
building within a year's time would raise a question as to 
ellglblllty for Federal financial particlpatlon under the 
establishment authority. On the other hand, the guidelines 
state that the same addition after a lapse of 5 or 10 years 

22 



might be appropriate under the establishment authorlty-- 
provldlng It meets Federal criteria. 

The Florida rehabllltatlon agency awarded several estab- 
lishment grants to a rehabllltatlon facility between 1971 
and 1976. In 1971, the faclllty occupied a newly constructed 
6,200-square-foot retall store and workshop building, acquired 
without vocational rehabllltatlon program funds. Establlsh- 
ment grants made during 1972 and 1973 allowed the facility 
to expand and equip an addltlonal 6,000 square feet, for a 
total of about 12,200 square feet of space. The facility 
occupied the 6,000-square-foot addition In September 1973. 
In 1974, the facility submitted a $401,272 establishment 
proposal to again expand the existing building, this time by 
12,000 square feet, and to equip the added space. However, 
the rehabllltatlon agency advised the facility that it could 
not provide funds for the 12,000-square-foot expansion because 
two expansion prolects at the same facility within such a 
short period of time would not be allowable under the estab- 
lishment authority. The State agency did approve the purchase 
of equipment at a cost of about $163,000 on June 28, 1974. 

The facility's executive vice president stated in April 
1978 that the facility was unable to raise the necessary 
funds to construct the addition and, as a result, he re- 
applied in 1976 to the rehabllltatlon agency for a $200,000 
establishment prolect to expand the facility by 12,000 square 
feet. The dlrector said the rehabllltatlon agency approved 
this proposal without questlonlng whether the prolect would 
be appropriate under the establishment authority. 

When we visited the facility In April 1978, the addl- 
tlon was under construction; the faclllty's executive vice 
president stated that the faclllty had changed Its plans. 
The faclllty also planned to build a second floor in the 
approved addltlon which would increase the total space of 
the addltlon from the approved square footage of 12,000 to 
about 16,000. The construction contract signed by the fa- 
cillty was for a total cost of $309,593. To finance the 
prolect costs not covered by the $200,000 establishment 
grant, the facility secured a Small Business Admlnlstratlon 
loan supplemented by cash of Its own. 

We believe that the 1976 grant to the faclllty does not 
meet the intent of the Federal requirements for funding under 
the establishment authorltyr primarily based on the timing 
of the various expansions. Also, we belleve that the pro]- 
ect's scope, based on the revised facility plans made after 
the State agency's approval in 1976, does not meet the 

23 



intent of the guldelmes because the total square footage of 
16,000 more than doubled the exasting space of 12,200. 

In commenting on our draft report in a June 20, 1979, 
letter, the Secretary of the Florida Department of Health 
and Rehabilitative Services stated that the authorized ex- 
pansson was wlthln establishment grant parameters. According 
to the Secretary, the grantee proceeded to add floor space 
at his own expense, and wlthout State agency knowledge or 
approval ; It was the grantee’s contention that he was un- 
aware of the need for prior approval for lncreaslng the size 
of the prolect. The Secretary stated that the Distrlbutlon 
of Facilities Plan for the State of Florida was promulgated 
soon after the mlsunderstandlng and Imposes strict guldellnes 
for the use of rehabllltatlon faclllties grants which should 
help to assure that prolects are Implemented In compliance 
with Federal and State regulations. 

THE COST OF EXPANDING OR REMODELING 
EXCEEDS THE VALUE OF EXISTING BUILDINGS 

RSA guldellnes state that, while there 1s no limit on 
the cost of expanding a building under the establishment 
authority, the State agency should consider whether there 1s 
a reasonable relatlonshlp between the cost of the proposed 
addition and the value of the existing structure. The guide- 
lines state that the estimated total cost of the expansion 
(from all sources) should ordinarily not exceed the value of 
the existing structure. 

We believe that the cost for the renovation and expan- 
slon of a prolect approved under the establishment authority 
In Alabama exceeded the value of the rehabslltatlon facll- 
lty's exlstlng bulldIngs. The Alabama rehabllltatlon agency 
approved an establishment prolect In fiscal year 1977 for 
$401,250 for renovating and expanding a rehabllltatlon facll- 
lty workshop and activity center located in two facility 
bulldings that were Joined by a 100-foot enclosed walkway. 
Each bulldIng had about 10,500 square feet of space before 
the expansion. In July 1978 the facility dlrector stated 
that he estimated the market value of the exlstlng bulldings 
to be about $40,000 each. 

The prolect, as approved by the State rehabllltatlon 
agency, included the construction of a 14,793-square-foot 
addltlon connecting the two existing buildings. Following 
the construction contract award In June 1978, the estimated 
total cost increased to $610,379. A facility official said 
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that the Increase In the prolect's cost was due to (1) the 
need to replace the holler in the exlstlng bulldlngs, 
(2) the exlstrng bulldIngs requlrlng more renovation than 
orIgInally antlclpated, and (3) the impact of lnflatlon 
during the l-year delay between the time the prolect was 
approved and the construction contract was signed. In view 
of the large difference between the faclllty director's 
estimate of the market value of the existing bulldIngs 
($80,000) and the cost of the renovation and expansion 
actlvltles ($610,379), we do not believe that the prolect 
meets the requirement of the guldellnes for funding under 
the establishment authority. 

In commenting on our draft report, the dlrector of the 
Alabama rehabllltatlon agency pointed out that the Federal 
funds (as a percentage of the flnal prolect cost) were less 
than the amount which would have been required under the 
construction authority; costs exceeding the establishment 
funds lnltlally approved were paid by the local faclllty. 
The director's comment 1s valid; however, we still do not 
believe that the prolect as approved and funded under the 
establishment authority complied with the Federal requlre- 
ment that the total cost of the expansion (approved--$401,250; 
actual-- $610,379) should not exceed the value of the exlstlng 
structure ($80,000). Also the director stated that it 1s an 
accepted fact that due to lnflatlon there are few Instances 
when an establishment prolect which doubles the size of a 
faclllty does not exceed the value of the exlstlng structure. 

The guldellnes for the establishment authority concern- 
lng allowable square footage do not address a sltuatlon 
where more than one bulldlng 1s involved. In this instance, 
while the expansion of 14,793 square feet exceeds the 10,500 
square feet of one exlstlng bulldIng, the expansion does not 
exceed the total exlstlng square footage of 21,000 when the 
second bulldlng 1s considered. We belleve that this type 
of prolect should have been funded under the construction 
authority. 

ESTABLISHMENT FUNDS WERE USED TO 
REMODEL A BUILDING ACQUIRED UNDER 
THE CONSTRUCTION AUTHORITY 

RSA guldellnes do not address the propriety of using 
establishment funds to make a bulldlng purchased under the 
construction authority usable for rehabllltatlon purposes. 
Remodeling and alteration of an exlstlng bulldlng may be 
approved under either the establishment or construction 
authority; the construction authority also provides for the 
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renovatLon of an exlstlng bulldIng. In Kansas, an establlsh- 
ment grant ($357,986) was used to remodel and make usable a 
bulldlng purchased less than 5 months earlier with a con- 
struction grant ($434,205). 

A rehabllltatlon facility was forced to abandon its 
existing building due to urban renewal. In fiscal year 1976 
the Kansas rehabilitation agency approved, under the con- 
struction authority, the facility's acquisition of land 
and an existing building for $434,205. The new facility 
consisted of 51,213 square feet of space and was acquired 
on February 2, 1976. 

The chairman of the facility's executive committee 
stated in July 1978 that RSA regional officials told him 
that, if the facility bought an existing building, the RSA 
regional office would arrange for an establishment grant to 
renovate whatever building the facility bought. In September 
1975, about 3 months before the State agency approved the 
facility's final cost data to acquire the bulldlnq, an In- 
dependent consultant for the State rehabllltatlon agency 
estimated that it would cost about $230,000 to make the pro- 
posed bullding suitable for use. During a site inspection 
of the building in December 1975 (before the construction 
grant was approved), HEW regional, Kansas rehabilitation 
agency f and local officials identified many deflclencles in 
the building which needed to be corrected. 

In June 1976, about 5 months after the building was 
acquired, the State agency approved an establishment grant 
of $357,986 to renovate the entire building in order to make 
it adequate for the facility's use. The lowest bid for the 
proposed work was $436,500 which, according to the faclllty's 
chairman, was to meet safety and health code requirements, 
make the production area functional, and provide the basic 
needs of a production facility. The facility subsequently 
revised the plans and received new bids based on a reduced 
scope of work in order to remodel with establishment funding 
wlthln the original funding limit. However, due to the 
funding limit of $357,986 imposed by the June 1976 grant 
award, the facility did not complete all the work believed 
to be necessary (such as lowering the celling in the manu- 
facturing area) to make the bulldlng suitable for rehablll- 
tation facility purposes. 

It was known at the inception of the pro]ect that the 
building to be acquired was not suitable for rehabllltatlon 
facility use and would require extensive remodeling. If the 
acqulsltlon and remodeling had been funded as one prolect, 
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It would have been ellglble for Federal funding under the 
construction authority at a 40-percent rate--a Federal cost 
of $316,877 and a facility cost of $475,315. The pro]ect 
was not ellglble for funding under the establishment author- 
ity since the bullding acqulsltion cost of $434,205 was 
over the $200,000 cost acqulsltlon limit under the estab- 
lishment authority. It appears that the faclllty and the 
State arranged to have this prolect approved and funded as 
two separate prolects in order to limit the facilities' 
fundlng to the lowest possible rate, The funding of this 
prolect as two separate prolects permitted the facility to 
participate at a cost of $332,120, as opposed to a cost of 
$475,315 if funded as a single prolect. 

DIFFERENCES BETWEEN 
CONSTRUCTION AND ESTABLISHMENT 
ACTIVITIES APPEAR MINIMAL 

To compare the scope of work under the construction 
authority with the establishment authority, we reviewed five 
of the six awards that were made under the construction 
authority in Florida, Kansas, and Michigan during fiscal 
years 1974-77. The Alabama rehabllltatlon agency did not 

* award any grants under the construction authority during 
this period. 

The types of activity, scope of work, or total expendl- 
tures for the five prolects were comparable in many respects 
to the actlvltles previously discussed for the prolects 
approved under the establishment authority. In many cases, 
the scope of work under the establishment grants exceeded 
the scope of actlvltles approved under the construction 
authority. We believe that such situations result from the 
use of two sets of general and overlapping Federal require- 
ments to achieve the same basic ObJectives. The following 
examples highlight the types of activity, scope of work, and 
total expenditures (including Federal, State, or local match- 
ing funds) for the five pro]ects. 

--The Kansas rehabilitation agency provided a nonprofit 
rehabilitation organization with a construction grant 
for $493,038 in fiscal year 1975 to purchase land and 
construct a preenglneered metal building containing 
20,000 square feet of manufacturing floor space and 
an attached single story office structure of about 
5,700 square feet. Final construction was completed 
in June 1975. 
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--A nonproflt rehabllltatlon organlzatlon in Mlchlgan 
received a $250,000 construction grant during fiscal 
year 1972 to construct a new building. Following 
changes In the design and other delays, the Michigan 
rehabllltatlon agency awarded an additional $88,536 
during fiscal year 1974 to finance the proposed con- 
struction. The new facility opened for business in 
November 1974 in a 12,750-square-foot building. 

--In fiscal year 1972, the Michigan rehabllltatlon 
agency approved a construction grant for a nonprofit 
organlzatlon to acquire and renovate a grocery ware- 
house for use as a rehabllltatlon facility. The total 
prolect cost was $376,356, including a $10,356 supple- 
mental grant awarded In fiscal year 1974 to complete 
the renovation of the 22,000-square-Loot single story 
building. 

--A rehabilitation agency in Kansas was forced to 
abandon its existing facility due to urban renewal. 
The Kansas rehabllltatlon agency awarded the facility 
a $434,205 construction grant to acquire land and an 
existing building to replace the abandoned facility. 
The new faclllty which was acquired In February 1976, 
consisted of 51,213 square feet of space. 

-The Florida rehabllltatlon agency approved in fiscal 
year 1974 a construction prolect costing $710,928 to 
a nonprofit organization for land acquisition, bulld- 
1ng construction, and related construction costs to 
build transitional living units for the severely dls- 
abled. The pro]ect included 12 apartments and 3,000 
square feet of general support space. Construction 
had not started as of our visit in April 1978. 

EQUIPMENT FOR CONSTRUCTION 
PROJECTS FUNDED UNDER 
ESTABLISHMENT AUTHORITY 

Federal financial participation is available under the 
construction and establishment authorities for equipment. 
However, Federal guidelines state that when a building 1s 
newly constructed, newly acquired, or newly expanded, and 
funded under the construction authority, Federal financial 
participation in the cost of equipment 1s only available 
under the construction authority, 

We vlslted five of the six facilities in Florida, Kansas, 
and Michigan, which received construction qrants during fiscal 
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years 1972-76. The State rehabllltatlon agencies approved 
the purchase of $530,860 for equipment under the establlsh- 
ment authority for four of the five facilities. This rep- 
resented the total equipment provided by the State agencies, 
using basic rehabllltatlon program funds for the five pro)- 
ects. The equipment purchases were not eligible for funding 
under the establishment authority because the pro]ects were 
lnltlally funded under the construction authority. In each 
case, Federal funds represented 80 percent of the total 
equipment costs. Some examples follow. 

--Renovation activities done under the construction 
authority for a building acquired by a rehabllltatlon 
facility in Michigan were essentially completed in 
June 1974. The State rehabllltatlon agency at the 
same time approved the expenditure of $38,116 under 
the establishment authority to provide initial equlp- 
ment. The facility's acting executive director 
stated in a May 29, 1974, letter to the State agency, 
accompanying the facility's grant appllcatlon that 
the cost of much of the equipment approved under the 
establishment authority was included in the original 
construction grant, but the funds provided for the 
equipment were used to pay for the renovation work 
due to cost increases. 

--The Kansas rehabilitation agency approved two estab- 
lishment grants costing $444,140 for initial equlp- 
ment purchases by a rehabilitation facility which had 
received funds under the construction authoraty to 
construct a new building. The facility completed 
construction of the building in June 1975. The Kansas 
agency approved the first equipment grant ($269,140) 
about 10 months before the construction was completed 
and the second grant ($175,000) 10 months after the 
construction was completed. A subsequent facility 
proposal for contlnuatlon of a staffing grant stated 
that the equipment provided through these two grants 
constituted the facility's immediate equipment 
requirements. 

By funding the purchase of equipment under the estab- 
lishment authority, the State rehabilitation agencies were 
able to use a more favorable Federal share than would have 
been allowed under the construction authority. For the 
above examples, if the State agencies had used the required 
construction authority, the State financial partEcipation 
rate would have increased from 20 to 60 percent in Kansas 
and from 20 to 50 percent in Michigan. 
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DECLINING FEDERAL PARTICIPATION 
RATES IN STAFFING COSTS ARE NEEDED 

Under the establishment authority, fundlng is available 
for 51 months to pay the salaries of staff needed for operat- 
ing new or expanded facllitles. During fiscal years 1974-77, 
the four States revlewed spent about $7.1 million in Federal 
and State matching funds for staffing activities. This fund- 
ing 1s to encourage construction of new and expansion of 
existing rehabllltation facllitles in the States. Although 
a gradual reduction In the Federal share would enable the 
rehabllltatlon facility to phase in responsibility for the 
cost of facility staffing, RSA guidelines require that the 
Federal share in the cost of staffing rehabllltation faclll- 
ties remains at an 80-percent rate for Slmonths, rather 
than at a declining percentage rate. 

The Vocational Rehabilltatlon Amendments of 1968 extended 
the allowable period of time for providing initial staffing 
from 12 months to 51 months. In dlscusslng the proposed 
change, the Senate Committee on Labor and Public Welfare 
stated In Senate Report No. 1309 (June 21, 1968): 

"The committee expects that the regulations 
relating to initial staffing will provide for 
comparability with the initial staffing pro- 
visions under section 12 of the act, including 
the provisions that set forth the rate of pay- 
ment; i.ecr 75 percent for the first 15 months, 
60 percent for the next 12 months, 45 percent 
for the next 12 months, and 30 percent for the 
next 12 months," 

The Rehabilitation Act of 1973 (enacted Sept. 26, 1973) 
repealed the existing Vocational Rehabilitation Act, includ- 
ing the 1968 amendments. However, title I of the 1973 act 
continued the authority for State agencies to use basic reha- 
bllltation program funds for initial staffing needs for 
operating new or expanded facilities. A/ Title III of the 
1973 act provides a number of special programs administered 
dt the Federal level, including the authority to approve 
grants for the initial staffing of rehabslltatlon facllltles 
on a descending scale over a Sl-month period identical to 
the provisions set forth in Senate Report No. 1309. 

&/As discussed on page 8, the 1978 amendments broadened the 
authority to approve addltlonal staffing for rehabllltatlon 
facilltres as determined by the Commissioner of RSA. 
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However, the Federal regulations and RSA guidelines 
lmplementlng title I of the 1973 act provide for a Federal 
financial share of 80 percent over the 51-month period for 
initial staffing. The RSA guidelines state that 

"Question arises from time to time, parti- 
cularly in relation to initial staffing, as 
to whether a State agency may reduce the 
percentage of costs awarded to the private 
nonprofit establishment prolect sponsor below 
the Federal share provided in the Act." 

* * * * * 

"The proportion of financial participation 
must be that provided for in the act, when 
earmarked funds are used. If any reduction 
in support is to be made, the scope of the 
prolect to be assisted by the State agency 
must be reduced rather than the percentage 
of partlclpatlon in the sponsor's orlglnal 
request." 

RSA officials stated in November 1978 that they do not 
believe the 1973 act allows RSA to require rehabilitation 
facilities which are receiving staff funding under title I 
to provide the non-Federal share over the required 20 per- 
cent. State rehabllltatlon agency officials told us that 
they believe this interpretation inhibits an efficient utile- 
zatlon of the staffing authority. Without the authority to 
gradually reduce the involvement of Federal funds over the 
life of a prolect, State officials believe that they lose 
the flexlblllty needed to effectively manage the prolects. 
State agency officials pointed out that the gradual reduc- 
tion In the percentage of the Federal share for staffing 
would not only make funds available to assist other faclll- 
ties or serve additional clients during the later months of 
a prolect but also serve to accustom the facility to assume 
total responslblllty when Federal funding is no longer 
available. 

CONCLUSIONS 

The Rehabilitation Act of 1973 needs to be revised to 
provide a single authority that would authorize the construc- 
tion of new buildings; the acquisition, remodeling, expand- 
lng, and renovating of exlstlng buildings; the acquisition 
of equipment; and the staffinq of vocational rehabllltatlon 
facilities. A single authority would permrt (1) the Secretary 
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of HEW to develop a single set of Federal regulations and 
guldellnes and (2) one rate of Federal funding for all facll- 
ity proyects. These changes should also alleviate many of 
the problems and lnconsistencles with pro]ect development 
and funding which are attributable to the current dual 
Federal guidelInes and share requirements. 

We believe that the State agency administration of the 
prolects involved In provldlng staffing would be strengthened 
by revlslng the 1973 act to provide for the gradual reduction 
of the Federal financial particlpatlon over the life of the 
prolect. This would not only make funds avallable to serve 
other facllltles or additional clients during the later 
months of a prolect but also serve to accustom the faclllty 
to assume an increasing proportion of the costs so that the 
facility will be better prepared to assume total responsl- 
blllty when the Federal funding 1s no longer available. 

We believe that the provision In the 1973 act which 
restricts the Federal participation in the construction of 
rehabllltatlon facllltles to a maximum of 10 percent of the 
States' allotment under the basic program serves a useful 
purpose, since it limits the use of basic program funds for 
actlvltles other than for the payment of costs for services 
to handicapped Individuals. However, because there 1s no 
limit under the establishment authority on the amount of 
basic program funds that may be spent on a facility's ac- 
qulsltlon, expansion, alteration, remodeling, and equipping, 
and because the States have extensively used the establlsh- 
ment authority In lieu of the construction authority, the 
intent of the construction llmitatlon has been negated. 
Therefore, the act needs to be amended to insure that dls- 
proportlonate amounts of funds are not spent for faclllty 
construction, acqulsltion, and remodeling actlvltles which 
reduce the amount of funds available for providing services 
to the handicapped. 

We believe that RSA needs to take a number of actions 
to correct past deflclences made by States in classlfylng 
facility prolects as establishment pro]ects and which re- 
sulted in States recelvlng reimbursements at higher rates 
than authorized by Federal regulations. To preclude similar 
deficiencies from recurring, we also believe that RSA needs 
to update and revise the Federal guidelines to provide a 
better basis for the State to determine the ellglblllty of 
proJects for funding under the establishment and construc- 
tlon authorities. In this regard, RSA needs to Insure that 
each State rehabilitation agency is provided, in a timely 
manner, with a copy of all policy Interpretations relating to 
issues concerning establishment and construction actlvltles. 
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RECOMMENDATIONS TO THE CONGRESS 

We recommend that the Congress amend the 1973 act to 
create a single Federal authority for authorizing the States' 
use of basic program funds to 

--construct new buildings; 

--acquire, expand, remodel, alter, or renovate 
bulldlngs; 

--acquire equipment; and 

--pay for rehabilitation facility staff, 

We recommend that the Congress maintain the provision 
in the 1973 act that requires the Hill-Burton formula for 
determining the Federal share for construction activities 
(excluding staffing) in order to make the Federal require- 
ments consistent for construction activities under the Reha- 
bllltatlon Act of 1973 and the Hill-Burton program. To make 
the Federal sharing requirements for staffing consistent 
under the 1973 act, the Congress should amend the term 
"Federal share" to make the Federal funding rate for staff- 
ing under title I consistent with staffing rates under 
title III of the 1973 act. 

If the Congress decides to maintain the separate funding 
authorities in the 1973 act, we recommend that the act's 
present restriction for construction (limiting Federal fund- 
ing to 10 percent of the State's annual Federal funding for 
the vocational rehabilitation program) be revised to limit 
actlvltles under both the construction and establishment 
authorities to 10 percent of a State's annual allotment. 

RECOMMENDATIONS TO 
THE SECRETARY OF HEW 

We recommend that the Secretary of HEW: 

1. Direct the Commissioner of RSA to review the expendl- 
tures for establishment and construction and make 
every reasonable effort to recover from State 
rehabilitation agencies Federal funding which did 
not clearly comply with Federal regulations and pro- 
gram requirements. 

33 



2. 

3. 

Pendlng conslderatlon of our recommendation to the 
Congress that a single authority be developed, re- 
quire the Commlssloner of RSA to revise the program 
guldellnes to 

--provide detalled lnstructlons to State voca- 
tional rehabllltatlon agencies to help them 
Implement the changes in the construction and 
establishment authorltles made by the 1973 
act and 0 

--ldentlfy and clearly differentlate between 
the types of actlvltles ellglble for funding 
under each authority. 

Direct the Commissioner of RSA to establish a 
systematic process to assure that all Federal 
policy lnterprekatlons affecting the meaning or 
Intent of Federal requirements or guldellnes are 
forwarded to and malntalned by each regional office 
and State agency in a timely manner. 

PROPOSED STATUTORY AMENDMENTS 

The modlflcatlons to the Rehabllltatlon Act of 1973, 
based on our recommendations to the Congress, would read: 

Single authority for the construction 
of a rehabllltatlon faclllty 

Sec. 7(l) cf the Rehabilitation Act of 1973 (29 U.S.C. 
706) 1s amended to read as follows: 

"The term 'construction' means the construction 
of new bulldlngs, the acqulsltlon, expansion, 
remodeling, alteration, or renovation of exlstlng 
bulldings, equipment of such bulldings, and may 
include the staffing thereof, and the term 'cost 
of constructlon' Includes architects' fees and 
acqulsltlon of land In connection with construc- 
tion but does not include the cost of offslte 
improvements." 

Sec. 7(4) of the act (29 U.S.C. 706) should be deleted 
in Its entirety. 

Sec. 103(b)(2) of the act (29 U.S.C. 723) LS amended 
to read: 
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'* * * the construction of public or nonprofit 
rehabilitation facilities and the provision of 
other facilities and services (including serv- 
ices offered at rehabilitation facilities) which 
promise to contribute substantially to the reha- 
bilitation of a group of individuals but which 
are not related directly to the individualized 
rehabilitation written program of any one handi- 
capped individual; and * * *'I 

Federal share for staffing under 
title I consistent with staffing 
authority under title III 

Sec. 7(6) of the act (29 U.S.C. 706) is amended to read: 

"The term 'Federal share' means 80 per centum, 
except that it shall mean 90 per centum for the 
purposes of part C of title I of this Act and 
as speclflcally set forth in section 301(b)(3): 
Provided, that with respect to payments pursuant 
to part B of title I of this Act to any State 
which are used to meet the costs of construction 
of those rehabllitatlon facilities identified 
in section 103(b)(2) in such State, the Federal 
share shall be the percentages determined in ac- 
cordance with the provisrons of section 301(b)(3) 
applicable with respect to that State and that, 
for the purpose of determlning the non-Federal 
share with respect to any State, expenditures 
by a polltlcal subdivision thereof or by a local 
agency shall, sublect to such llmltations and 
conditions as the Secretary shall by regulation 
prescribe, be regarded as expenditures by such 
State, except that with respect to payments to 
meet the costs of staffinq of those rehablllta- 
tion facilities identified in section 103(b)(2), 
the Federal share shall be the percentages 
determined in accordance with the provisions 
of section 301(c)." 

Restriction on Federal financial 
participation to include establishment 
as well as construction activities 

If separate funding authorities for establishment and 
construction are maintained in the 1973 act, the act's 
present restriction limiting the Federal financial partici- 
patlon to 10 percent of the State's annual allotment should 
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be revised to limit actlvltles under both authorltles to a 
total of 10 percent of a State's annual allotment. In this 
regard, sec. lOl(a)(17) of the act (29 U.S.C. 721) is amended 
to read: 

'* * * provide that where such State plan includes 
provlslons for the establishment or construction 
of rehabllltatlon facllltles-- 

(A) 

(B) 

(Cl 

the Federal share of the cost of the estab- 
lishment and construction thereof for a 
fiscal year will not exceed an amount equal 
to 10 per centum of the State's allotment 
for such year, 

the provisions of section 306 shall be 
applicable to such construction and such 
provlslons shall be deemed to apply to 
such construction, and 

there shall be compliance with regulations 
the Secretary shall prescribe deslgned to 
assure that no State will reduce its efforts 
in providing other vocational rehabllitatlon 
services because its plan Includes such pro- 
vlslons for establishment and construction;" 

AGENCY COMMENTS 

On May 3, 1979, we gave HEW a draft of this report and 
requested its comments by June 2, 1979. HEW was not able to 
provide written comments although the deadline was extended 
to June 15, 1979. Therefore, we are issuing this report 
without the benefit of offlclal HEW comments. HEW decided 
instead to provide oral comments on our draft report through 
RSA officials. They generally concurred In our recommenda- 
tlons to the Secretary and said they had taken or planned to 
take the following actions: 

--Regarding our first recommendation, RSA plans to 
direct its regional staff to conduct reviews to 
substantiate our findings. Federal funds will be 
recovered in those instances where State agencies 
failed to comply with Federal regulations and pro- 
gram requirements. RSA has a review team that is 
vlsltlng State agencies to determine the States' 
management of program resources and recommend manage- 
ment practices to reduce or eliminate fraud, abuse, 
and waste. 
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--Regarding our second recommendation, RSA has prepared 
drafts of new regulations and plans to begin revlslng 
the program guldellnes wlthln the next few months in 
light of the Rehabllltatlon, Comprehensive Services, 
and Developmental Dlsabllltles Amendments of 1978 
(Nov. 6, 1978) which amended the 1973 act, including 
the establishment and construction authorltles. (See 
p. 8.) When the regulations and guldellnes are 
issued, RSA plans to provide tralnlng and lnstruc- 
tions for reglonal staff, who In turn will provide 
similar tralnlng and lnstructlons for State rehablll- 
tation agency staff. 

--Regarding our third recommendation, RSA 1s exploring 
an overall systematic process which ~111 assure that 
all policy interpretations are forwarded to and maln- 
tained by RSA reglonal offlces and State rehablllta- 
tion agencies. 

STATE COMMENTS 

Each of the four States was given an opportunity to 
comment on our flndlngs and conclusions; their comments and 
our evaluations, where appropriate, are summarrzed below. 

Alabama 

The director of the Dlvlslon of Rehabllltatlon and 
Crippled Children Service, Alabama Department of Education, 
stated that the Alabama agency did not approve prolects 
under the establishment authority rather than the construc- 
tion authority in order to take advantage of the highest 
rate of Federal flnanclal particlpatlon. The director 
stated that Alabama has had more than ample State and local 
funds to match Federal funds for services to the handicapped 
over the past 10 years. According to the Alabama dlrector, 
the only reason that prolects In Alabama were approved under 
the establishment rather than the construction authority was 
to mlnlmlze the amount of staff hours required to develop 
the prolect since construction prolects required an abundance 
of paperwork for approval. 

Also, the director did not agree with our recommenda- 
tlons to the Congress that a single leglslatlve authority be 
created or that the existing restrlctlon on construction 
funding (llmlting Federal fundlng to 10 percent of a State's 
annual Federal funding for the rehabllltatlon program) 
should be extended to cover establishment funding. The 
director concluded that the 1973 act 1s very clear regarding 
the establishment and construction authorltles. 
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Florida 

The secretary of the Florida Department of Health and 
RehabllLtatlve Services did not agree with our conclusion 
that the Florida rehabllltatlon agency stretched or ignored 
the Federal guidelines to approve prolects under the estab- 
llshment authority rather than the construction authority. 
The secretary stated that the less restrictive construction 
authority need not be used If the prolect can be funded, 
when in compliance with the appropriate guldellnes, under 
the establishment authority with a lesser rate of non-Federal 
partlclpation. We agree that the construction authority need 
not be used if a prolect meets the establishment criteria; 
however, prolects discussed on pages 17 to 19 and 22 to 24 
demonstrate Instances where the Florida agency stretched or 
ignored the Federal guldellnes. According to the secretary, 
it 1s obvious to those in the States attemptlng to administer 
these programs that the Federal side of the partnershlp 1s 
lnsufflclent and In many cases completely nonexistent. This 
1s especLally true for the establishment authority where 
guldellnes issued In 1971 continue to be the Federal control 
document, although they were never updated to Include mayor 
changes necessitated by the 1973 amendments to the Rehabili- 
tation Act. According to the secretary, these circumstances 
persist despite recommendations in our May 5, 1977, report, 
"Controls Over Vocational Rehabilitation Training Services 
Need Improvement" (HRD-76-167), that the Secretary of HEW 
direct the Commissioner of RSA to "coordinate with HEW 
regional offlces and/or the HEW Audit Agency to provide for 
comprehensive financial reviews of the various grants and 
other funds awarded to rehabilitation facilltles * * *II and 
"provide technlcal and financial guidance, including training 
sessions to help States develop sound flnanclal pollcles 
regarding payments to facilities * * *.'I The secretary 
stated that not only have Federal guldelines become more out 
of date, but expertise and special staff assignments In the 
RSA regional offices In support of rehabllltatlon facilities 
services have decreased. 

The secretary stated that a recommendation to the Con- 
gress to provide a single Federal authority with a uniform 
matching requirement seems a slmpllstlc solution in light 
of the lengthy dellberatlon and careful conslderatlon given 
these separate sublects when the leglslatlon was designed 
and passed. The secretary stated that both the establlsh- 
ment and construction authorities ~111 be needed in the 
future if severely handicapped lndlvlduals are to be reha- 
bilitated. He also stated that revised and updated RSA 
program guIdelInes are urgently needed by the State operating 
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agencies to (1) prevent the use of one authority when the 
other 1s more applicable and (2) provide clear and concise 
direction included in the legislation and regulations so 
States can gain the maximum benefit from timely appllcatlon. 

Regarding our recommendation that the Hill-Burton rate 
be used for deciding the Federal share under a single fund- 
ing authority, the secretary stated that it IS questionable 
whether the applicant organizations in Florida could have 
provided the higher non-Federal share--even though increased 
applicant financial partlclpatlon 1s desirable. According 
to the secretary, the 50-50 rate for Florida would have re- 
qulr;ed applicants to contribute about 150 percent more in 
fiscal year 1978 ($500,000) than the $200,000 required to 
match the State's total establishment funding of $lmilllon. 
The secretary concluded that it is doubtful that the ldentl- 
fled service need could have been met in those instances 
where the 80-percent rate was not used. We do not believe 
that this should present a serious concern because the ap- 
plicant organization is not required under the 1973 act to 
provide the total non-Federal share: the State rehablllta- 
tlon agency may pay all or part of the non-Federal share for 
establishing or constructing rehabilitation facilltles. When 
a service need is identlfled, it appears reasonable to assume 
that the State agency may want to partlclpate in the funding, 
along with the applicant organlzatlon. 

The secretary generally agreed with our recommendation 
that the Federal fundlng rate for staffing under title I and 
title III of the 1973 act should be consistent. Regarding 
our recommendation that the restriction on Federal funding 
(10 percent) should cover establishment as well as construc- 
tion, the secretary stated that the llmlt would probably not 
be of serious consequence to the State's program, but he 
questioned the need for the change because It would remove 
some flexlblllty for State agency planning. We believe that 
the restrlctlon, as recommended, would permit States adequate 
flexlblllty and achieve the conqresslonal intent that reha- 
bllltatlon program funding should be limited for actlvltles 
other than the payment of costs for services to handicapped 
individuals. 

Regarding our recommendation that the Secretary of HEW 
recover from State agencies Federal funds spent which did not 
clearly comply with Federal regulations and program require- 
ments, the secretary questioned whether clear noncompliance 
can be demonstrated In the absence of clear Federal regula- 
tlons and program requirements. The secretary concluded 
that our audit work clarlfled some Federal requirements In 
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the absence of timelier guidance from RSA; the State agency 
now understands the requirements and has adlusted its records 
and procedures accordingly. 

Kansas 

In a May 16, 1979, letter, the acting director of voca- 
tional rehabilitation, Kansas Department of Social and Reha- 
bilitation Services, generally agreed with our recommenda- 
tions. According to the acting director, clear guidelines 
to the States would mean more definition to the grant 
recipients which could only be helpful. 

Michigan 

In a June 12, 1979, letter, the interim associate 
superintendent for rehabilitation, Michigan Department of 
Education, supported our recommendation that the Congress 
amend the 1973 act to provide a single legislative authority 
for establishment and construction. He stated that the pro- 
posed single set of regulations would simplify the adminis- 
tration of the Michigan facilities development program since 
this would provide for a single rate of Federal funding which 
would eliminate the temptation for State rehabilitation 
agencies to take advantage of the lower non-Federal share 
through overlaps in the existing guidelines. 

The interim associate superintendent did not agree that 
the Hill-Burton formula rate should be used for determining 
the Federal share, instead, a standard 80-percent Federal 
share (similar to the provision of the establishment author- 
ity) should be used. 

The interim associate superintendent supported our 
recommendation to extend the funding restriction on con- 
struction to also include establishment; Michigan generally 
complied with a lo-percent limitation on establishment and 
construction funding. 

The interim associate superintendent expressed concern 
about our recommendation that RSA recover Federal funds 
spent which did not clearly comply with Federal regulations 
and program requirements. According to him, both Federal 
and State sectors have been parties to the flexible inter- 
pretation and use of the establishment funding authority; a 
widespread flexible application by the States was implicitly 
permitted by RSA for several years. The interim associate 
superintendent concluded that our recommendation places a 
permissive RSA in the difficult position of recovering funds 
from States that may not have been provided sufficient guid- 
ance and leadership from RSA. 
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CHAPTER 3 

STATES HAVE NOT DEVELOPED ADEQUATE 

h 

SYSTEMS FOR ADMINISTERING ESTABLISHMENT 

OR CONSTRUCTION ACTIVITIES 

RSA reglonal staff had not adequately monitored the 
practices and procedures of the State agencies we reviewed 
to Insure that Federal and State matching funds were used 
in a proper manner and according to Federal crlterla. None 
of the four State rehabllltatlon agencies had adequate admln- 
istratlve and fiscal controls. As a result, (1) expenditures 
for establishment and construction were not accurately re- 
ported to RSA by State rehabllltatlon agencies, (2) improper 
or questionable grant expenditures were made by rehablllta- 
tion facilitLes, and (3) adequate records were not malntalned 
by State agencies and rehabllltatlon facllltles to document 
the expenditure of program funds on grant actlvltles. 

Also, State agencies had, in several Instances, impro- 
perly reported the obllgatlon of funds in one fiscal year even 
though the State agency did not approve the pro-ject proposals 
or award the prolect grants until the following fiscal year. 
Also, several grants awarded near the end of a fiscal year 
experienced long delays between a prolect's approval and Its 
InitiatLon. 

FEDERAL ROLE VIEWED 
AS BASICALLY ADVISORY 

Through its reglonal offlces, RSA is responsible for 
provldlng leadership to the States and for asslstlng them in 
planning, developing, and coordlnatlng their overall programs 
and evaluating their program performance. The lndlvldual 
State rehabllltatlon agencies are responsible for admlnlster- 
ing and operating the rehabrlltatlon program. 

RSA staff at the three reglonal offices we visited said 
that they had exercised only a llmlted overslght role in the 
use of the two authorltles by the State rehabllltatlon agen- 
cies due to staffing llmltatlons. They had basically relied 
on the State agencies to develop and implement the controls 
needed to properly administer the rehabllltatlon faclllty 
prolects and to assure that Federal and non-Federal matching 
funds were used in accordance with Federal crlterla. 
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RSA's guldellnes require the State rehabllltatlon 
agencies to forward copies of approved pro]ect proposals 
to the RSA regional office to inform reglonal staff of the 
scope and character of the prolects. Under the guidelines, 
the RSA regional offices do not have authority to approve 
State agency establishment or construction pro]ect awards. 
The decisions on lndlvldual awards are made by the State 
rehabllltatlon agencies. However, we found that the requlre- 
ment to forward copies of approved proposals is often not 
met. In some cases, RSA reglonal staff receive the pro]ect 
proposals before the State agencies' approval, some after 
the money has been spent, and some are never received. 

Regional offlclals believe that they have an advisory 
role in asslstlng State agencies to comply with Federal re- 
qulrements. The regional staff generally review prolect 
proposals to determine whether the prolect meets the criteria 
for an establishment or construction grant. However, the 
offlclals said that, when the regional review raises questions 
concerning an aspect of a prolect, the State agency makes the 
final decision concerning the prolect changes that should be 
made. 

Although some regional staff may, from time to time, make 
site visits to certain facllltles in connection with other 
activities, they do not routinely review financial records 
or actlvltles of either the State rehabllltatlon agencies or 
rehabilitation faclllty establishment or construction actlvi- 
ties, OL verify the balances of unliquldated obllgatlons maln- 
tanned by the State agency. Finally, neither RSA regional 
staff nor HEW audit agency staff in the three regional offices 
had made any detalled reviews of the four State agencies' 
admlnlstratlon of establishment or construction activities 
during fiscal years 1974-77. The Atlanta audit agency staff 
had lnltlated a review of the Florida establishment and con- 
struction fundlng In fiscal year 1978. 

EXPENDITURES FOR ESTABLISHMENT 
AND CONSTRUCTION ACTIVITIES 
ARE NOT ACCURATELY REPORTED 

The expenditures of basic program funds under the estab- 
lishment and construction authorltles often were not ac- 
curately reported because State rehabllltatlon agencies re- 
ported 

--the same awards to certain rehabllltatlon facllitles 
In 2 fiscal years; 

42 



--less than the total amount of the expenditures 
made to certain rehabllltatlon facllltles; and 

--as establishment prolects, awards made for prolects 
under other provisions of the 1973 act. 

RSA regional officials stated that the annual financial 
reports submitted by the State agencies to account for the 
expenditure (including obllgatrons) of Federal and State 
funds for the basic rehabilitation program are reviewed for 
accuracy. However, RSA verification procedures were not 
adequate for detecting the inaccurate, incompletea or mls- 
leading information reported for establishment or construc- 
tion activities by three of the four State agencies we visited, 
as described below. 

Duplicate reportinq 
of prolect awards 

The Alabama rehabilitation agency's annual financial re- 
ports for fiscal years 1974 and 1975 showed expenditures of 
Federal and State funds for the basic rehabllltatlon program 
of $22.4 million and $23.4 million, respectively. Of these 
amounts, the Alabama agency reported that $2,825,476 had been 
spent in fiscal years 1974 and 1975 under the establishment 
authority. We compared prolect expenditure data with the 
amounts reported to RSA as expended for the 2 fiscal years, 
and found that the State agency had reported duplicate ex- 
penditures for two facilities totaling $1,035,925. The fol- 
lowing table shows the actual expenditures and reported ex- 
penditures for the two pro-Jects in fiscal years 1974 and 1975: 

ProJect 

Total 
expenditures 

in fiscal 
years 1974 
and 1975 re- Total actual Amount 

ported to RSA expenditures overstated 

A 
B 

$ 771,600 $418,885 $ 352,715 
1,222,170 538,960 683,210 

Total $1,993,770 $957r 845 $1,035,925 

For both prolects, the expenditures reported in fiscal 
year 1974 represented the initial budget authorlzatlon; the 
amounts reported in fiscal year 1975 represented an amended 
budget authorlzatlon for the same pro]ects. For example, the 
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State agency authorized prolect A on June 10, 1974, to proceed 
with an establishment project involving the expansion of an 
existing building and the purchase of lnatlal equipment for 
a total award of $352,715. Following the receipt of construc- 
tion bids, the State dlrector approved an amended budget on 
November 11, 1974, which raised the total pro3ect budget to 
$418,885. However, instead of reporting only the increase 
of $66,170 as an expenditure in fiscal year 1975, the State 
agency reported the total amended budget of $418,885 on the 
fiscal year 1975 flnanclal report to RSA. The fiscal year 
1975 report 1s overstated by $352,715 as a result. 

A State agency official agreed that expenditures for the 
two prolects had been reported twice. However, he stated that 
the total expenditures reported for the basic program (in- 
cludlng establishment expenditures) were correct, even if the 
individual budget categories may be overstated or understated. 
During a June 1978 interview, the official said that this 
type of sltuatlon occurred because the State agency's account- 
ing system had only recently developed the ablllty to separate 
facility expenditures into client services, services to groups 
of handicapped indlvlduals, and establishment actlvltles. To 
determlne whether Federal funds have been properly spent by 
the State agency would require the State agency to reconstruct 
Its financial records and to have a detalled flnanclal audit 
made for each fiscal year. 

In addition to the above instances, where the expendl- 
tures for the same establishment actlvltles were reported on 
successive fiscal year flnanclal reports, we also noted the 
same sltuatlon with construction activities at two facllltles 
in Alabama, which were incorrectly reported on the fiscal 
year 1972 and 1973 flnanclal reports. This resulted in an 
overstatement of $438,750 for the two facllltles. 

In commenting on our draft report, the dlrector of the 
Alabama agency recognized that there was an error in report- 
ing Federal funds used under the establishment authority and 
noted that actlon had been taken to assure that the recording 
problem did not recur. The director also believes that the 
agency's records will show that the funds were used in ac- 
cordance with State and Federal guidelines. 

Prolects incorrectly reported 
under the establishment authority 

The establishment and construction of rehabllltatlon 
facilities are only two of a number of funding authorities 
under the 1973 act for which the State rehabllltatlon 
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agencies may use basic program funds. In annual financial 
reports to RSA, three of the four State agencies Incorrectly 
reported prolects approved for services to groups of handl- 
capped lndlvlduals as establishment and construction active- 
ties during fiscal years 1972-76. The following table shows 
the number of prolects and expenditures for services to 
groups of handicapped individuals that were incorrectly re- 
ported under the authorities for construction and establlsh- 
ment prolects by the three State agencies. 

Construction 
No. of Total 

prolects reported 

Establishment 
No. of Total 

prolects reported 

Alabama 1 $78,370 4 $ 288,205 
Kansas 3 535,850 
Michigan 4 - - 226,426 

Total 1 = $78,370 11 = $1,050,481 

In addition to incorrectly reporting expenditures on 
individual prolects, the Alabama agency included expenditures 
of $778,620 for one prolect under the establishment authority 
on its fiscal year 1974 annual flnanclal report while the 
approved prolect budget under the establishment authority was 
$640,180. An Alabama official said that the facility received 
basic program funds under the funding authority for services 
to groups of handicapped individuals and that the difference 
between the reported expenditures of $778,620 and the approved 
budget of $640,180 may represent the facility's fundlng under 
that authority. (The financial report for fiscal year 1974 
did include expenditures of $15,281 for the facility under the 
authority for services to groups of handicapped indlvlduals. 
However, the official said that he was not able to determine 
the facility's actual funding under these authorities based 
on the information available in the prolect files.) 

Because RSA uses State agency data to account for the 
expenditure of Federal funds and to document the basic re- 
habilitation program's performance under the various funding 
authorities, we believe that it is important that the State 
agencies provide an accurate accounting of the annual ex- 
penditures under the different funding authorities for Fed- 
eral reporting. The results previously discussed cast doubt 
on the usefulness of the information reported for the in- 
dividual funding authorities by the three State agencies. 
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Total prolect costs 
not always reported 

The Kansas rehabllltatlon agency did not always report 
the total costs of prolects funded under the establishment or 
construction authorltles on the annual flnanclal reports sub- 
mitted to RSA. For Instance, the Kansas agency reported 
basic rehabllltatlon program expenditures of $55,930 on one 
establishment prolect during fiscal year 1977 and $397,700 
on one construction prolect during fiscal year 1975. However, 
prolect records show that the total costs were $63,022 for 
the establishment prolect and $493,038 for the construction 
prolect. This resulted In understating the total scope of 
establishment and construction actlvltles in Kansas. 

REHABILITATION FACILITY ACTIVITIES 
NOT ADEQUATELY MONITORED 

RSA guidelines state that the administrative and fiscal 
controls used by State agencies should provide an adequate 
basis to account for the expenditures for establishment and 
construction activities and to assure the State agency that 
facllltles spent the money for the intended purposes. Onsite 
visits and inspections provide State rehabilitation agencies 
a useful means of monltorlng expenditures on ongoing prolects. 
The guidelines state that a plan of onsite lnspectlons should 
be developed and carried out by the State agencies at reg- 
ularly specified intervals. However, none of the four State 
agencies had established adequate means (lncludlng periodic 
site visits) for monltorlng ongolng prolects. 

Although the Alabama, Florida, and Michigan agencies 
made some site vlslts, the agencies had not developed wrltten 
procedures for evaluating establishment or construction ac- 
tivities. Rehabilitation officials in Kansas and Mlchlgan 
stated that State auditors had performed only a few audits 
of establishment or construction activities. According to 
Alabama and Florida officials, State auditors had not per- 
formed any audits of establishment or construction pro]ects. 

We found numerous irregularities and deficiencies in the 
use of grant funds in our vlslts to 42 facllltles in the four 
States. For instance, we found the following deficiencies 
in accounting for basic program funds at three of the nine 
facllltles we visited in Michigan: 

--In fiscal year 1976, a facility received about $10,000 
to install a dust evacuation system. The facility 
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reported the obllgatlon of funds for purchasing the 
system to the State agency on a September 1977 ex- 
pendlture report. Our site vlslt during July 1978 
revealed that the system had not been Installed. 
The faclllty's director stated that the $10,000 was 
not avallable in the facility's bank account. We 
informed the State agency about this situation in 
August 1978. In October 1978, a Mlchlgan rehablll- 
tation agency offlclal stated that the agency had 
lnltlated action to recover the Federal funds from 
the facility, 

--A facilnty received $1,533 in fiscal year 1974 as part 
of an establishment grant for purchasing a copier. At 
the time of our visit in August 1978, the facility 
did not possess the equipment originally funded by the 
establishment grant. The facility director said that 
the "missing" 
for $200. 

copier was sold to a neighboring agency 
The copier was sold without bids and the 

rehabilitation agency was not notified. The director 
said that the proceeds were spent on a new copier. The 
rehabilitation agency was not aware of this situation 
at the facility. 

--A facility received $3,100 under the establishment 
authority in fiscal year 1974 to buy an automobile. 
An audit by an independent accounting firm, completed 
in March 1977, disclosed that the automobile had not 
been purchased and that the facility had improperly 
spent an additional $2,911 provided by the State agency 
for staffing costs during fiscal years 1975 and 1977. 
The faclllty 1s making installment payments to the 
State agency for the disallowed expenditures of $6,011. 

Our site visits to the nine facilities in Michigan also 
revealed one or more instances of improper or questionable 
grant expenditures at five facilities, including the use of 
establishment funds to 

--purchase equipment which was not used or used for 
other than the approved proyect purposes; 

--pay for a position not approved by the State agency; 
and 

--pay for a previously existing staff position, even 
though the guidelines permit establishment funding 
only for staffing for new or expanded rehablllta- 
tion facility activities. 
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At 15 of the 33 facllltles we visited in the other 
three States, we found slmllar problems or deflclencles in 
the admlnlstratlon of grant actlvltles lnvolvlng expendl- 
tures for equipment and staffing. We believe that reha- 
bllltatlon agency staff could have identified and corrected 
the deflclencles through site visits. 

ADEQUATE RECORDS NOT 
MAINTAINED BY STATE AGENCIES 
OR REHABILITATION FACILITIES 

The lack of adequate recordkeeping systems at the 
Alabama and Kansas rehabllltatlon agencies caused problems 
with controlling facility expenditures by the two State 
agencies. Also, poor recordkeeplng practices existed at 
many of the facilities in the four States; this hindered 
our evaluation of pro]ect expenditures and actlvltles. 

RSA guidelines state that, in carrying out Its respon- 
slbllltles, the State agency should develop uniform account- 
ing and reporting procedures to be followed by facilities 
and to insure that their records are available for State and 
Federal audits. Several State agency and facllJty offlclals 
told us that the lack of guidance by th& State rehablllta- 
tlon agencies concerning recordkeeping and reporting requlre- 
ments was a malor area needing improvement. This is espe- 
cially critical in light of the sometimes high turnover in 
facility personnel. We were able to obtain only limited in- 
fotmatlon concerning grant awards, at a number of visits to 
facllltles in the four States, due to the lack of adequate 
records and the changes in facility admlnlstratlve personnel 
(new personnel were not familiar with the grant actlvltles). 

Kansas 

During its review of a facilityls pro]ect proposal sub- 
mitted by the Kansas rehabllltatlon'agency, the RSA regional 
office requested in August and November 1976 that the State 
agency provide information on the aontrols it would use to 
insure that funds for establishment and construction actlvl- 
taes would be spent properly by the faclllty. 

In a January 4, 1977, response, the State agency assured 
the RSA regional office that 

--vouchers from the grantee would be processed only upon 
assurance that the expenditures were made and upon 
submlsslon by the grantee of a vendor's bill, 
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--payments would not be made before the actual expendi- 
ture of funds by the grantee or without expllclt as- 
surances by the grantee that the expenditures were 
actually made, and 

--an up-to-date audltlng system is provided whereby a 
continuous flnanclal record would be malntalned to ac- 
count for obllgatlons and the unexpended balance of 
basic program funds awarded for establishment and con- 
struction proJects. 

During our fleldwork, we found little evidence that the 
controls described by the State agency to the RSA regional 
office had been established. In fact, the lack of such con- 
trols had resulted in a number of problems in the agency's 
grant admlnlstratlon. For example, the State agency had not 
maintained a financial record of the expenditures made and 
the unexpended balance of grants until October 1977. At our 
request in June 1978, the State agency reconstructed, using 
available lnformatlon, expenditure data for establishment and 
construction grant awards during fiscal years 1974-77. Using 
the lnformatlon developed for us by the State agency and ob- 
tanned during our vlslts to various facilities, we identified 
a number of lnconslstent or improper actlvltles related to 
the lack of fiscal control by the State agency. 

For instance, the Kansas rehabllltatlon agency made 
payments to one faclllty for vouchers submitted from June 
to December 1977, even though the faclllty had not sent its 
20-percent matching share to the State agency. (Federal 
guidelines state that non-Federal matching funds must be de- 
posited in the account of the State rehabllltatlon agency.) 
On December 9, 1977# the State agency requested the facility 
to submit its 20-percent matching share for the grant so that 
the State agency could process the faclllty's vouchers. As 
of that date, the State agency had already made four payments 
to the facility totaling $29,681. The State agency did not 
receive the faclllty's matching share until January 16, 1978. 
When questioned on this matter in August 1978, a State of- 
ficial stated that, when the disbursements were approved, he 
incorrectly thought that the payments were for a prior grant 
to the facility. 

The expenditure data developed by the State agency at 
our request revealed that another facility had used $3,833 
of an unspent balance of Federal and State matching funds 
of a fiscal year 1975 grant award as part of the facility's 
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matching share for a fiscal year 1976 grant award. However, 
the facility was eligible to use only its 20-percent State 
matching share of the unspent balance ($766) in this manner 
and should have been required to refund the remaining $3,067 
(which represents the Federal share of the balance) to the 
State agency. The State agency found this error during its 
reconstruction of expenditure data for us in June 1978. 
After it was notified of this error by the State agency, 
the facility refunded the Federal share to the State agency. 

For another faclllty, the State agency's June 1978 
reconstruction of the expenditure data for us showed that 
the State agency had overpald a fiscal year 1977 grant by 
$1,291 and that the facility had underpaid Its matching 
share for a fiscal year 1978 grant by $1,418. The State 
agency subsequently requested that the faclllty remit the 
$2,709. 

Alabama 

Like Kansas, the Alabama rehabllltatlon agency also 
had not implemented a system to control funding to indl- 
vldual rehabllltatlon facllltles. Rehabllltatlon offlclals 
stated that their accounting and financial reporting systems 
did not provide the agency with the capablllty to track 
lndlvldual establishment prolect expenditures or unexpended 
balances. They agreed that such records should be maintained, 
and that they would Initiate action to correct the sltuatlon. 

We attempted to reconstruct the State's establishment 
prolect expenditures. However, the State agency could not 
locate records for one prolect. Data on two other pro)ects 
showed that the State agency paid the facllltles $825,308 
from fiscal year 1974 and $467,037 from 1975 funds, even 
though both pro]ects were reported to RSA as fiscal year 1974 
expenditures. For one of the two pro]ects, State agency re- 
cords which showed expendztures of $757,476 were not in agree- 
ment with the funds awarded of $640,180. State agency of- 
ficials said they could not explain the apparent discrepancies 
or why certain records were missing. 

In addition, by using State agency records that were 
furnished to us, we reconstructed payments to facllltles for 
indlvldual establishment prolects and identified four prolects 
totaling $941,425 which apparently had been completed but had 
unexpended grant balances of $5,792. Because the State agency 
did not maintain records to keep track of unexpended grant 
balances, offlclals were not aware of this situation. 
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NEED TO EXAMINE STATES' CONTROLS 
OVER THE OBLIGATION OF FEDERAL 
FUNDS FOR ESTABLISHMENT AND 
CONSTRUCTION ACTIVITIES 

Federal regulations and RSA guldellnes provide that 
State pollcles determlne the fiscal year to which vocational 
rehabllltatlon program expenditures are chargeable. For 
Federal reporting purposes, expenditures include obllgatlons 
incurred as well as actual cash disbursements. Although the 
systems used by State rehabllltatlon agencies to fund the 
establishment and construction of rehabllltatlon facllltles 
varied among States, three of the four State agencies generally 
made awards near the end of a Federal fiscal year in order 
to obligate funds which they determlned would not be used for 
other purposes under the basic rehabllltatlon program. The 
director of the Alabama rehabllltation agency stated that this 
occurred primarily because the amount of available Federal 
funds was not known until near the end of the fiscal year. 
The result of this type of approach was to approve prolect 
proposals and obligate funds In the present fiscal year for 
use in succeeding fiscal years. In contrast to the other three 
State agencies, the Michigan agency includes in its annual 
State budget a specific amount of program funds for establlsh- 
ment or construction purposes. This approach permits the 
Michigan agency to obligate funds at or near the beginning of 
each fiscal year. 

While the general procedures used by the three State 
agencies are not prohibited by Federal guidelines, our review 
of fiscal records for establishment and construction actlvl- 
ties in Kansas and Florida disclosed that the State rehablll- 
tatlon agencies had, in several instances, reported the ob- 
ligation of funds in one fiscal year even though the State 
agency did not approve the pro]ect proposal or award the 
prolect grant until the following year. 

Kansas 

The following table shows the expenditures reported by 
the Kansas rehabllltatlon agency in fiscal years 1974 and 
1975 even though the proJect proposals were not approved 
until after the end of the fiscal year. 
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AS shown in Federal 
financial report 

Fiscal As shown in approved 
year Expendl- pro-ject proposal 

ending tures Expenditures 
ProJect June 30, reported Date approved 

A 1974 $380,230 Aug. 1974 $390,940 
B 1974 274,542 Dec. 1975 434,205 
C 1975 25,000 Sept. 1975 25,000 
D 1975 50,308 Feb. 1976 50,308 

Total $730,080 $900,453 
. 

For pro]ect A, the State agency approved the purchase 
of lnltlal equipment and staff for a faclllty which was to 
be built under the construction authority. This proposal, 
approved during August 1974, was reported as an expendLture 
on the fiscal year 1974 report even though the final cost 
data for the construction prolect was not approved by the 
State agency until November 1974 and the bullding was not 
completed until June 1975. 

For pro]ect B, the facility submitted three prolect 
proposals to the State agency for using funds under the con- 
structlon authority to acquire a new bullding. Although the 
State agency reported expenditures for the faclllty ln fiscal 
year 1974, the prolect proposal, which was used to fund the 
acqulsltlon of the faclllty's new bullding, was not submitted 
by the faclllty until November 1975; It was approved by the 
State agency following a site lnspectlon of the proposed 
bulldlng during December 1975 by HEW reglonal, State agency, 
and local officials. In a January 24, 1978, fmanclal status 
report amendment, the Kansas rehabllltatlon agency reported 
to RSA that the total fundlng of $434,205 for this prolect 
was charged to the fiscal year 1975 fundlng allotment. 

Florida 

The Florida rehabllltatlon agency processed and approved 
faclllty establishment progect proposals near the end of the 
fiscal year; however, the agency generally did not make ac- 
tual prolect awards and notify the facilities until the next 
fnscal year-- after the agency completed final accounting for 
other program expenditures and obllgatlons. 
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For example, the agency announced prolect awards included 
in the fiscal year 1977 expenditure report in January 1978-- 
more than 3 months after the end of fiscal year 1977. A re- 
habilitation agency offlclal stated that the above procedure 
was common practice and that in some fiscal years the agency 
had backdated award letters and related documents to show that 
they made fundlng declslons within the fiscal year in whrch 
the agency reported the expenditures to RSA. The official 
said that the Florida agency stopped backdating prolect award 
letters in 1976 because they decided that the approval of the 
prolect proposals, rather than the announcement of the grant 
awards, constituted an obllgatlon of funds. The Florida agency 
director stated that he understood that several States ap- 
proved establishment prolects but did not make offlclal awards 
pending identification of funds which could not be used in 
other more direct basic program actlvltles before the close 
of the fiscal year. 

Florida agency officials believed the State's procedure 
was consistent with the State's policy to use program funds 
first to provide direct cIient services. The offlclals said 
the procedure was the only practical approach to maxlmlzlng 
the use of program funds available to the Florida agency be- 
fore the end of the fiscal year, when the State's authority 
to expend or obligate Federal funds expired. The officials 
stated that it was lmposslble to identify basic program funds 
available for facility improvement and expansion activities 
before the end of the fiscal year because (1) complete ex- 
penditure and obligation data generally was not available 
until several weeks after the accounting period ended and (2) 
HEW frequently notified the Florida agency too late in the 
fiscal year concerning the additional vocational rehablllta- 
tion funds made available to the State as a result of HEW's 
reallotment of unused funds. 

Delays in initiating prolects awarded 
near the end of a fiscal year 

Several grants In Florida and Kansas which had been 
awarded near the end of a fiscal year had experienced long 
delays between the time of prolect approval and the inltla- 
tlon of the prolect: 

--The Florida agency approved a $1.4 million prolect 
under the establishment authority in June 1972 for 
a 42,000-square-foot expansion of a medical rehablll- 
tation facility. The facility did not sign a con- 
struction contract for the expansion work until about 
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September 1977. Facility officials said that several 
factors, lncludlng changes in design and scope of the 
prolect, contributed to the 5-year delay between 
prolect approval and award of the construction contract. 
Facility officials told us in April 1978 that the 
prolect's estimated cost had increased to $5.4 mllllon, 
with establishment funds being supplemented by local 
bond funds. 

--A rehabilitation facility in Kansas received approval 
from the State agency in fiscal year 1976 for an 
establishment prolect which included remodeling, 
equipment, and lnltlal staffing. The prolect award 
of $424,882 was reported to RSA on the fiscal year 
1976 financial report. Between August 1976 and July 
1977, a number of problems and questions concerning 
the remodeling activities were discussed between the 
RSA regional office, the State agency, and the facility 
officials. As a result the facility was not able to 
receive a final contract bid until late fiscal year 
1977, even though the prolect was approved in fiscal 
year 1976. Once agreement was reached, the prolect 
was completed by June 1978. 

--A construction pro]ect to build transitional apart- 
ments for the severely disabled was approved at a 
cost of $710,000 by the Florida agency in June 1974, 
but it had not been started as of August 1978--over 
4 years after award. Facility officials said they 
had not proceeded with the pro]ect because the State 
agency had not made a firm commitment to support the 
program when it became operational. In commenting on 
our report, the secretary of the Florida Department 
of Health and Rehabllltatlve Services stated that the 
grantee 1s continuing with prolect lmplementatlon. 
According to the secretary, the State agency does not 
always have complete control of the progress of the 
prolect short of termination for gust cause; unavold- 
able delays have been legitimate and with the concur- 
rence of the district rehabllltatlon office. The 
secretary stated that reasonable progress 1s the only 
requirement for such proJects in regulations for con- 
struction funding. 

Delays in the initiation of pro]ects resulted not only 
in increased administrative requirements for State agencies 
to monitor and account for unexpended obllgatlons but also 
in the potential loss of services to clients who would have 
received vocational rehabilitation services from the prolects. 
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CONCLUSIONS 

RSA's monitoring of the State agencies' procedures and 
practices needs to be strengthened. Firstl RSA needs to 
strengthen its reporting and admlnlstratlve requirements for 
awarding, accounting for, and completing in a timely manner 
prolects to establish or construct rehabllltatlon facllltles. 
Such requirements should assure that adequate information 1s 
developed to provide a sound basis for the Federal monitoring 
of the States' activities. 

Furthermore, RSA, through its regional offices, should 
Insure that the State agencies develop and implement systems 
which are adequate for controlling the use of Federal and 
State matching funds and for assisting State agencies with 
malntalnlng and lmprovlng their administrative practices and 
procedures. For example, if the four States had developed 
effective administrative procedures for monitoring prolect 
actlvltles through periodic site vlslts, State rehabllltatlon 
agency staff would have been able to routinely identify and 
correct the questionable activities and numerous irregularl- 
ties identified durl(ng our fieldwork. 

RSA also needs to strengthen its monitoring procedures 
to assure that adequate accounting and fiscal controls are 
maintained by the State agencies and lndlvldual rehablll- 
tatlon facilities in order to document the award or expendl- 
ture of program funds on establishment and construction 
grant activities. The lack of adequate controls over the 
reporting of annual financial information by the State 
agencies has resulted in RSA's use of inaccurate, incom- 
plete, and misleading information on basic program expendl- 
tures to establish and construct rehabllltatlon facllltles. 

RECOMMENDATIONS TO 
THE SECRETARY OF HEW 

To achieve better control over the use of rehablllta- 
tlon program resources for establishment and construction 
activities, we recommend that the Secretary of HEW, direct 
the Commissioner of RSA to require the regional staff to: 

--Provide guidance and leadershlp to the State reha- 
bllltatlon agencies to develop and implement pro- 
cedures and admlnlstratlve controls to award, ac- 
count for, and monitor establishment and construc- 
tion activities. The system established should 
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provide for the maintenance of adequate accounting 
procedures and records at both the State agencies 
and the rehabllltatlon facllltles. 

--Perlodlcally monitor the adequacy of the State 
agencies' procedures and practices to insure the 
proper use of and control over basic rehabllltatlon 
program funds for establishment and construction 
activities. 

Also, we recommend that the Secretary direct the Com- 
missioner of RSA to amend the Federal regulations and gulde- 
lines to require the State agencies to 

--forward a copy of each approved prolect appllcatlon 
in time for RSA comments before starting a prolect, 

--submit as part of the annual expenditure reports 
a list of each establishment or construction prolect 
with the outstandnng balance of the unllquldated ob- 
ligation, 

--designate a speclflc time period for prorJect comple- 
tion in the approved award document and require 
the facility to use the funds within the speclfled 
time frame, and 

--establish procedures to assure that only valid 
obligations of Federal funds are made and reported 
to RSA. 

AGENCY COMMENTS 

RSA officials generally concurred in our first recom- 
mendatlon to the Secretary and said they had taken or 
planned to take the following actlons: 

--RSA plans to emphasize the importance of periodically 
monltorlng the adequacy of State agency's procedures 
and practices for funding establishment and construc- 
tion activities. Until the guidelines are issued, RSA 
plans to recommend that each regional office monitor 
perlodlcally the adequacy of State agencies' proce- 
dures. 
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--RSA, In con-Junction with regional staff (sublect to 
available staff), plans to require State agencies 
to systematically perform onslte reviews and more 
closely monitor prolect activities. This requirement 
will be formally included in the new program guide- 
lines. The regional office will be given direct 
responslblllty for monltorlng States' actlvltles. 

--RSA recognizes the need for maintaining adequate 
accounting procedures and records at both the State 
agencies and the rehabilitation facilities. RSA plans 
to initiate an action plan in con-Junction with the 
regional oiflces and the State agencies to assure that 
adequate records are maintained. RSA is also develop- 
ing an information and evaluation system for reha- 
bllltatlon facilities that will provide for adequate 
accounting procedures. 

Regarding our second recommendation, RSA plans to 
implement, as part of the action plan to improve overall 
recordkeeping at the State and reglonal level, a requirement 
that State agencies submit an annual list of each estab- 
lishment or construction prolect, including the outstanding 
balance of the unliquldated obligation. Also, RSA is nego- 
tiating with the Office of Management and Budget to revise 
the annual expenditure reports for the vocational rehablll- 
tation program. RSA plans to require (as part of pro]ect 
approval) that prolects have a designated time for completion 
and that funds are used within the required time frame. 
This requirement will be formally included in the new 
program guidelines. RSA has established procedures to 
insure that only valid obligations of Federal funds are 
made for establishment and construction of rehabllltatlon 
facllltles; however, steps are needed and will be taken 
by RSA to assure that these procedures are updated and 
implemented. 

Finally, RSA is sympathetic to the need for State 
agencies to forward a copy of each approved prolect appll- 
cation in time for RSA comments before pro]ect implementa- 
tion. However, RSA states that manpower limitations would 
not allow enough time for Federal comments before approval 
of all establishment appllcatlons. RSA believes that the 
present system, which requires that prolect applications be 
submitted to the regional office for review after prolects 
have been approved but not always before prolect implementa- 
tion, has generally worked well. We do not agree that the 
present system has worked well. We believe that the defl- 
clencles found during our fieldwork in the four States 
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Indicate the need for stronger Federal oversight to reduce 
the potential for improper interpretation or application of 
Federal requirements for establishment and construction 
prolects. 

STATE COMMENTS 

The four States offered the following comments. 

Alabama 

The director of the Alabama rehabilltatlon agency stated 
that the pro]ects in Alabama were adequately monitored by 
State agency staff, although perhaps not recorded in accord- 
ance with the desires of auditors. The director also stated 
that the agency has been continuously probed on reducing the 
costs of overhead expenses; the Governor of Alabama demands 
that the agency reduce its staff. According to the director, 
State office staff in Alabama would have to be doubled if 
records were kept and monitoring was done in accordance with 
our recommendations. 

Regarding the use of Federal funds, under the 1973 act 
and the Federal regulations, the State rehabllltatlon agency 
is required to provide enough staff to perform all functions 
required. These functions include maintaining sufflclent 
accounts and supporting documents to permit an accurate and - 
expedltlous determination at any time on the use of Federal __ 
vocational rehabllltation program funds. Our recommendations 
are addressed to strengthening Federal and State compliance 
with this requirement. 

Florida 

In commenting on our draft report, the secretary of the 
Florida Department of Health and Rehabilitative Services 
stated that the Florida agency had established adequate pro- 
cedures to monitor pro]ect activities. While there have 
been 1soJated deflclencles in the past concerning documen- 
tary support of monitoring site visits, the Florida agency 
routinely monitors and has effective procedures to assure 
that this effort is adequately documented. The secretary 
noted that deficiencies we identified would be corrected. 

Furthermore, the secretary stated that the fiscal con- 
trols used by the State agency adequately assure that all 
grant expenditures are in accordance with the Federal gulde- 
lines. However, during meetings with Florida rehabllltatlon 
agency officials in May 1978, we discussed the instances 
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where establishment fundlng was used for supplies, operating 
expenses, or replacement equipment (in vlolatlon of the Fed- 
eral requirements) at several of the rehabllltatlon facile- 
ties we vlslted in Florida, which indicated a need for the 
State to strengthen its fiscal controls. 

The secretary also believes that the Florida agency has 
maintained adequate records to document the award or expendl- 
ture of program funds. The secretary noted that, even though 
the Florida agency requires all grantees to develop adequate 
accounting systems and maintain adequate fiscal records, It 
does not assure grantee compliance. The secretary agreed 
that some facllltles have not fully complled with these re- 
qulrements and polnted out that the Florida agency Intends 
to assist the facllltles to comply; additionally, all grant 
appllcatlons will be reviewed in light of the applicants' 
ablllty to meet these requirements. 

Regarding prolects which were delayed, the secretary 
pointed out that the RSA guL.dellnes do not prohlblt a State 
agency from lmplementlng a delayed prolect funded with voca- 
tional rehabllltation program funds. The secretary stated 
that some prolects require a longer lead time for implement- 
ing than others: these delays are the exception rather than 
the rule. Finally, the secretary said that corrective action 
will be taken where indicated to assure that pro3ect imple- 
mentation is timely. 

The secretary said that the Florlda agency has improved 
Its budget and planning processes to ldentlfy available funds 
for establishment and construction grants in a timely manner; 
this makes possible the timely obligation of such funds. The 
secretary further said that past practices, as discussed on 
pages 52 and 53, no longer characterize the Florida agency's 
system of obllgatlng Federal grant funds. 

The secretary also stated that the Florida agency has 
essentially complled with the RSA requirement to forward 
copies of prolect proposals to the RSA regional office. 
Contrary to the secretary's statement, RSA regional offi- 
cials told us on several occasions that the Florida agency 
had seldom sent copies of pro]ect proposals to the RSA 
regional office during the past 5 years. Nevertheless, the 
secretary assured compliance with this requirement for future 
prolects. 
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Kansas 

The acting director of vocational rehabllltatlon gener- 
ally agreed with our recommendations. The dlrector pointed 
out that State auditors had done addltlonal work since our 
fieldwork and that dlscrepancles found In grants were being 
corrected. The acting director concluded that the lack of 
correct and more thorough accounting practices were and are 
of great concern to the Kansas vocational rehabllltatlon 
agency. 

Michigan 

The lnterlm associate superintendent agreed with our 
recommendation that RSA should establish a systematic 
process for transmlttlng all Federal policy lnterpretatlons 
to RSA reglonal offlces and States promptly. According to 
the associate superintendent, an earlier lnstallatlon of a 
more systematic process may have averted some of the defl- 
clencles found during our review. He also agreed that RSA 
should provide guidance to the States to assure that ade- 
quate procedures and controls are Implemented for admlnlster- 
lng establishment and construction fundlng. 1 

(104087) 
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